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COMMUNITY  DEVELOPMENT  FINANCIAL 
INSTITUTIONS  ACT  OF  1993— S.  1275 


THURSDAY,  JULY  15,  1993 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met  at  2:15  p.m.,  in  room  SD-538  of  the  Dirksen 
Senate  Office  Building,  Senator  Donald  W.  Riegle,  Jr.  (chairman  of 
the  committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  DONALD  W.  RIEGLE,  JR. 

The  Chairman.  The  committee  will  come  to  order. 

Let  me  welcome  those  in  attendance.  We're  a  little  late  in  start- 
ing because  Secretary  Bentsen  and  I  were  participating  in  another 
meeting  prior  to  our  hearing  just  now. 

This  morning,  down  on  the  back  lawn  of  the  White  House,  Presi- 
dent Clinton  announced  two  promising  new  initiatives  to  revitalize 
and  increase  the  flow  of  capital  to  distressed  communities. 

The  first  of  these  two  is  a  regulatory  effort  that  will  strengthen 
the  Community  Reinvestment  Act  in  order  to  increase  investment 
in  low-income  and  minority  communities. 

The  second  is  an  important  legislative  proposal  that  will  build 
upon  and  expand  the  existing  network  of  community-oriented  fi- 
nancial institutions  serving  these  communities. 

I  want  to  commend  President  Clinton  for  his  leadership  on  these 
significant  initiatives.  Our  country  needs  innovative  strategies  like 
these  to  begin  to  help  rebuild  our  inner  cities  and  our  depressed 
rural  communities  alike.  Although  we  will  need  more  funding  over 
time  to  fully  address  the  problems  in  these  communities,  these  ini- 
tiatives are  a  good  start. 

We  also  need  to  be  more  vigorous  in  enforcing  our  fair  lending 
laws,  such  as  the  Fair  Housing  Act  and  the  Equal  Credit  Oppor- 
tunity Act.  The  administration  and,  most  particularly,  the  Office  of 
the  Comptroller  of  the  Currency,  has  made  important  and  dramatic 
forward  steps  in  this  area  in  the  first  few  months,  and  I  want  to 
commend  that  initiative. 

The  committee  is  very  pleased  to  have  with  us  Treasury  Sec- 
retary, Lloyd  Bentsen,  Agriculture  Secretary,  Mike  Espy,  and 
Comptroller  of  the  Currency,  Eugene  Ludwig,  to  discuss  these  pro- 
posals. Commerce  Secretary,  Ron  Brown,  who  wanted  to  join  us, 
was  unable  to  do  so  in  person,  but  we've  arranged  for  him  to  make 
a  statement  by  satellite  after  the  first  panel  has  been  heard. 

President  Clinton's  commitment  to  these  initiatives  is  well  illus- 
trated by  the  fact  that  he  has  sent  such  senior  advisors  here  today 
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to  present  the  proposal  to  this  committee  on  the  very  day  in  which 
he  himself  has  announced  these  efforts. 

Each  of  our  witnesses  from  the  administration  not  only  enjoys 
the  President's  highest  trust,  but  has  also  demonstrated  his  per- 
sonal commitment  to  the  goals  of  these  initiatives. 

Speaking  for  myself,  as  chairman  of  this  committee,  I've  long 
been  an  advocate  of  both  a  strong  Community  Reinvestment  Act 
and  of  support  for  Community  Development  Financial  Institutions 
that  can  really  start  to  pump  some  fresh  capital  down  into  the 
grassroots  area  of  our  inner  cities  and  rural  areas,  where  people 
nave  had  a  very  difficult,  if  not  impossible,  time  in  getting  credit 
to  carry  out  good  ideas.  No  matter  how  solid  the  presentation 
might  be,  people  have  often  just  been  turned  away  automatically. 

Prior  to  1989,  the  Community  Reinvestment  Act  had  limited  im- 
pact because  it  lacked  teeth.  Since  then,  this  committee  has  worked 
on  a  bipartisan  basis  to  strengthen  CRA  by  requiring  public  disclo- 
sure of  CRA  ratings  and  mortgage  loan  data  obtained  through  the 
Home  Mortgage  Disclosure  Act.  We  did  this  as  part  of  the  Finan- 
cial Institutions  Reform,  Recovery,  and  Enforcement  Act. 

Today,  community  groups  estimate  that  banks  and  thrifts  have 
committed  more  than  $35  billion  for  investment  in  traditionally  un- 
derserved  communities  as  a  result  of  the  Act,  and  that's  progress. 
We  need  to  do  more,  and  we  will. 

Despite  the  successes  of  CRA,  financial  institutions  and  commu- 
nity advocates  alike  agree  that  the  Act's  full  potential  has  not  been 
realized,  mostly  due  to  problems  in  implementation. 

A  report  last  fall  by  the  Banking  Committee's  Housing  and 
Urban  Affairs  Subcommittee  confirmed  that  enforcement  has  been 
lax  and  uneven.  Problems  include  an  emphasis  on  process  instead 
of  upon  performance,  uneven  exam  quality,  inflated  ratings,  and  in- 
sufficient use  of  sanctions.  I  am  hopeful  that  the  regulatory  review 
process  that  the  President  has  set  in  motion  will  go  a  long  way  to- 
ward solving  these  problems. 

This  committee  has  also  had  a  long-standing  interest  in  commu- 
nity-oriented financial  institutions.  Back  in  1989,  the  Rouse-Max- 
well Task  Force,  which  formed  the  basis  of  the  landmark  National 
Affordable  Housing  Act  of  1990,  first  recommended  creating  a  dem- 
onstration program  to  seed  and  support  Community  Development 
Financial  Institutions. 

Last  year,  as  part  of  the  Housing  and  Community  Development 
Act,  I  authored  such  a  program.  And  I  am  pleased  that  the  Presi- 
dent shares  the  view  that  these  organizations  hold  great  potential 
and  promise  as  tools  to  revitalize  our  communities. 

So,  I  want  again  to  commend  the  President  for  his  vision  and  his 
leadership  in  crafting  a  comprehensive  community  lending  and  de- 
velopment initiative.  I  look  forward  today  to  hearing  the  testimony 
of  our  distinguished  witnesses. 

I  also  want  to  say  that  I  look  forward  to  working  on  a  bipartisan 
basis,  as  we  do  on  all  legislation  here,  with  all  the  Members  of  this 
committee  both  to  oversee  the  regulatory  component  of  the  initia- 
tive and  to  shape  the  legislative  component  to  ensure  that  they  ad- 
dress the  needs  of  all  communities  across  the  country. 

After  we've  heard  from  Senator  D'Amato  and  other  Members 
here,  we're  going  to  hear  from  Senator  Bradley  and  Representative 


Bobby  Rush,  both  of  whom  have  been  vocal  supporters  of  this  kind 
of  community  development  activity,  and  then  we'll  go  to  our  admin- 
istration witnesses. 
Senator  D'Amato. 

OPENING  STATEMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

Senator  D'Amato.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  the  administration's  desire  to  enhance  the  avail- 
ability of  credit  in  distressed  communities — urban,  rural,  and  Na- 
tive American — is  commendable.  I  believe  that  the  entire  Member- 
ship of  this  committee  shares  the  administration's  goals  in  this  re- 
gard. 

Mr.  Chairman,  despite  some  attractive  features  in  the  adminis- 
tration's plan,  I  am  doubtful  that  establishing  another  Gk)vern- 
ment-run,  taxpayer-funded  program  is  the  answer.  I  also  do  not  be- 
lieve that  a  plan  that  shuts  out  virtually  all  of  the  banks  and 
thrifts  in  this  country  will  be  able  to  provide  the  resources  nec- 
essary to  make  the  real  difference  in  our  distressed  communities. 

Let  me  depart  for  a  moment  from  my  prepared  text. 

It  just  doesn't  make  sense — I'm  going  to  ask  our  witnesses  to  pre- 
clude community  development  bank  subsidiaries  that  have  been  set 
up  specifically  to  do  lending  from  participating  in  this  program. 

I  don't  think  that  that  should  be  the  purpose  of  this  legislation. 
Under  your  legislation,  a  depository  institution  holding  company 
may  qualifv  as  a  Community  Development  Financial  Institution 
only  if  the  holding  company  and  its  subsidiaries  collectively  satisfy 
the  requirements  of  paragraphs  1  and  2. 

What  are  those  requirements? 

Number  one,  its  "primary  mission"  has  to  be  to  promote  commu- 
nity development  through  provision  of  capital  credit. 

So  what  does  that  mean?  Let's  take  an  example. 

Take  a  case  like  Chase  Bank.  The  holding  company  set  up  a  sub- 
sidiary specifically  for  community  development  funds,  with  $5  mil- 
lion of  capital.  That's  a  lot  of  capital  just  for  this  purpose. 

The  Chairman.  Did  you  say  $5  million? 

Senator  D'Amato.  $5  million  for  this  one  institution.  The  admin- 
istration's proposal  calls  for  a  total  of  $380  million.  Many  commu- 
nity development  subsidiaries  will  be  able  to  leverage  a  great  deal 
of  money  because  they  are  banks.  Hundreds  of  these  institutions 
will  not  be  able  to  participate  in  this  program.  Why  would  you 
want  to  do  that? 

I'd  like  the  drafters  of  this  legislation  to  tell  me  that  you're  going 
to  look  at  this.  You  want  to  shut  out  institutions  that  are  already 
established  specifically  for  community  development. 

I  don't  think  you  want  to  do  that.  I  think  it's  silly.  I  think  we 
want  the  major  banks  that  have  set  up  separate  subsidiaries  for 
community  development  money  to  do  this.  Otherwise,  how  are  you 
going  to  leverage  $380  million  into  anything  real?  Otherwise,  it's 
a  pipe  dream.  You're  not  really  getting  money  to  the  people. 

Now,  for  God's  sake,  if  you  really  want  to  use  the  money  for  com- 
munity development,  utilize  these  tools  and  don't  exclude  the  very 
institutions  and  the  know-how  that  are  out  there  for  that  purpose. 
Get  them  involved. 


That's  why  I  think  that  this  legislation  was  drafted.  I  hope  the 
drafters  of  it  can  tell  me  that  they^re  going  to  look  at  improving  it. 
You  need  some  work  here. 

I,  and  my  Republican  colleagues  on  this  committee,  have  intro- 
duced legislation  that  allows  major  banks  and  financial  institutions 
to  meet  their  Community  Reinvestment  Act  requirements  by  put- 
ting up  to  5  percent  of  their  capital  into  institutions  like  those  that 
the  President  is  proposing  here.  That  will  make  available  $12  bil- 
lion to  capitalize  Community  Development  Banks.  Leverage  that 
$12  billion.  That's  money.  That's  real  money. 

So,  while  I  applaud  the  direction  in  which  this  legislation  moves, 
I  think  there  has  to  be  a  careful  review  of  it.  I  think  we  can  make 
it  better.  It  doesn't  go  far  enough  in  really  providing  resources. 

You're  lucky  if  you  have  200  institutions  nationwide  that  could 
qualify  for  the  proposed  program.  That's  not  a  major  presence  in 
distressed  areas.  And  I've  given  a  high  number.  You  only  have  four 
banks  and  maybe  100  credit  unions. 

I  think  you  really  want  to  be  able  to  get  money  where  credit  is 
so  desperately  needed — in  our  urban  centers  and  other  distressed 
areas.  I  believe  that. 

Mr.  Chairman,  in  the  spirit  of  bipartisanship,  I  want  to  work 
with  you  to  make  this  bill  a  better  bill.  At  present,  it  doesn't  get 
the  kind  of  resources  needed  by  communities  that  are  credit- 
starved. 

Thank  you. 

The  Chairman.  On  that  last  note,  I  take  that  to  mean  that  we 
can  work  it  out. 

Senator  D'Amato.  Yes,  we  can. 

The  Chairman.  I  see  former  Senator,  Secretary  of  the  Treasury 
Bentsen  has  arrived  and  Secretary  Espy  is  here  as  well. 

I'm  going  to  just  inquire,  before  I  go  to  my  other  colleagues  and 
the  House  Member  and  Senate  Member  that  we  have  here  right 
now,  what  timing  situation,  Mr.  Secretary,  you  and  Secretary  Espy 
face? 

Secretary  Bentsen.  I  have  until  3:30  p.m. 

Secretary  Espy.  And  I  have  a  commitment  at  that  time,  also. 

The  Chairman.  All  right.  I  thought  that  that  might  be  the  case, 
particularly  because  of  the  flooding  situation. 

Why  don't  we  do  this?  I'm  going  to  ask  Members  to  make  any 
brief  comments  they  have  and  we'll  try  to  do  that  as  rapidly  as  we 
can.  Then  I  want  to  call  the  two  Cabinet  officers  forward  and  be 
able  to  take  their  testimony  and  address  questions  to  them  and 
then  release  them  so  that  they  can  go  and  do  their  other  work. 

Senator  Shelby. 

OPENING  STATEMENT  OF  SENATOR  RICHARD  C.  SHELBY 

Senator  Shelby.  Mr.  Chairman,  I'll  try  to  be  as  brief  as  I  can. 

First  of  all,  I  want  to  thank  you  for  calling  this  hearing.  I  want 
to  say  at  the  outset  here  that  the  administration  goal  is  laudable. 

This  committee  is  very  familiar  with  the  need  for  improved  ac- 
cess to  capital  in  certain  communities  and  among  certain  borrow- 
ers. It's  true,  there  exists  many  prospective  borrowers  who  do  not 
fit  within  the  traditional  lending  guidelines  that  we  know  about. 


Congress  has  contributed  to  that  situation  with  the  passage  of  laws 
that  require  increased  standardization  of  lending  requirements. 

I've  told  this  committee  before  about  the  explanation  I  received 
from  a  banker  in  my  hometown  of  Tuscaloosa,  AL,  describing  the 
regulatory  burden  that  they're  facing.  In  order  to  ensure  that  he 
complies  with  all  of  the  requirements  of  the  FDIC  Improvement 
Act,  he's  drawn  up  a  grid  that  shows  the  bank's  products  and  the 
requirements  the  bank  has  for  its  borrowers.  If  the  borrower  does 
not  fit  within  this  grid,  he  need  not  apply  for  the  loan. 

Mr.  Chairman,  I'm  afraid  that  the  economic  slowdown  we  con- 
tinue to  experience  is  evidence  that  there  are  millions  of  prospec- 
tive borrowers  in  this  country  that  do  not  fit  within  the  boxes  of 
that  grid  or  any  other  grid.  While  the  goals  of  the  proposal  that  we 
discuss  today  are  laudable,  they're  a  good  beginning.  I'm  afraid, 
too,  that  there  will  continue  to  be  millions  of  borrowers  that  do  not 
fit  within  the  confines  of  that  grid. 

I've  sponsored  legislation  that's  pending  now,  with  40-something 
cosponsors,  the  Economic  Growth  and  Regulatory  Paperwork  Re- 
duction Act,  that  would  permit  bankers  to  throw  away  their  grids 
and  to  evaluate  each  borrower  on  an  individual  basis. 

I  believe  that  legislation  of  this  type  is  necessary  if  we  are  to  re- 
store the  health  of  the  economy.  And  I  urge  the  administration  to 
acknowledge  that  legislative  effort  to  provide  regulatory  relief  is 
necessary  and  to  identify  its  legislative  recommendations  for  this 
committee,  so  that  we  can  get  banks  lending  again  and  get  the 
economy  going. 

That  said,  Mr,  Chairman,  the  proposal  we  consider  today  does  at- 
tempt to  expand  the  availability  of  credit  for  certain  groups  of  bor- 
rowers, those  who  either  live  in  an  underserved  target  area  or  who 
are  part  of  a  population  that  is  low-income  or  disadvantaged,  and 
there  are  millions  of  these  people. 

The  goal  is  to  expand  upon  the  success  of  the  limited  number  of 
Community  Development  Financial  Institutions  that  already  exist 
around  the  country.  To  accomplish  this,  the  administration  pro- 
poses an  appropriation  of  $382  million  over  5  years.  These  funds 
would  be  provided  to  Community  Development  Financial  Institu- 
tions to  be  used  as  either  capital  or  to  provide  technical  and  train- 
ing assistance. 

I  believe  it's  very  wise  to  use  existing  institutions  rather  than  to 
set  up  a  network  of  new  financial  institutions. 

I've  only  seen  a  brief  outline,  as  most  of  you  have,  of  the  admin- 
istration's proposal  and  I  have  some  questions  about  what  it  does 
and  does  not  do.  It's  not  clear  from  the  information  that  I  have  on 
the  administration's  plan  whether  institutions  receiving  funds  have 
any  obligation  to  repay  the  money. 

Is  the  assistance  to  be  provided  to  Community  Development  Fi- 
nancial Institutions  to  be  some  type  of  loan  or  rather,  a  grant,  or 
does  that  have  to  be  repaid? 

Further,  the  information  that  I  have  right  now  does  not  describe 
the  CRA  component  of  this  proposal.  Would  financial  institutions 
be  given  CRA  credit  for  their  community  development  activities? 
Can  traditional  financial  institutions  fulfill  their  CRA  obligation 
through  investment  in  a  community  development  subsidiary? 


I  believe  that  Senator  D'Amato,  he's  already  alluded  to  some  of 
his  legislation,  has  a  proposal  that  would  make  it  clear  that  banks 
fulfill  their  CRA  obligation  through  a  significant  investment  in  a 
Community  Development  Financial  Institution. 

While  I'm  not  sure  that  I'm  comfortable  with  a  statutory  alloca- 
tion of  credit,  there  are  certainly  some  financial  institutions  that 
would  find  the  investment  of  5  percent  of  capital  worth  it  to  ensure 
that  their  obligation  under  CRA  has  been  fulfilled. 

Senator  D'Ainato's  proposal  is  also  attractive  in  that  it  poten- 
tially encourages  the  participation  of  more  than  12,000  banks  all 
over  the  country. 

The  problem  that  we  have  with  Community  Development  Finan- 
cial Institutions  is  that  there  are  not  very  many  of  them,  relatively 
speaking.  There  are  more  areas  without  Community  Development 
Financial  Institutions  than  there  are  areas  with  Community  Devel- 
opment Financial  Institutions.  We  know  that. 

In  my  view,  CRA  should  be  reworked  to  put  the  emphasis  on  re- 
sults rather  than  the  process.  There  are  a  number  of  ways  to  do 
that  and  I  believe  that  any  legislation  designed  to  increase  commu- 
nity development  should  include  a  component  that  simplifies  and 
improves  CRA. 

I  look  forward  to  working  with  the  administration  and  hearing 
what  they  have  to  say  today. 

The  CliAlRMAN.  Thank  you.  Senator  Shelby. 

Senator  Bond. 

OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  S.  BOND 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman.  And  my 
thanks  and  congratulations  to  you  on  holding  this  hearing  today. 
I'm  delighted  that  we  have  an  opportunity  right  at  the  announce- 
ment of  the  President's  program  to  hear  from  such  distinguished 
leaders  of  the  administration  and  our  colleagues  in  Congress  about 
it. 

I  know  from  my  own  experiences  in  cities  like  St.  Louis  and  Kan- 
sas City  of  the  great  need  to  spark  the  economic  revitalization  of 
our  distressed  communities.  I  am  certainly  most  anxious  to  see  us 
move  forward  in  this  area. 

I  might  say  to  my  friend,  Secretary  Espv,  that  he  and  I  have  a 
few  other  things  to  work  on  in  the  way  oi  disaster  relief.  I  would 
like  to  ask  him  to  visit  Missouri  up  the  Missouri  River.  We've  got 
about  2  million  acres  of  flooded  farm  land  that  we  need  to  take  a 
look  at  first.  Nevertheless,  I  am  pleased  also  to  be  able  to  work 
with  him  on  the  President's  community  banking  measure. 

I  join  in  congratulating  and  applauding  the  President  and  the 
distinguished  panels  before  us  in  looking  to  find  ways  to  make 
credit  available  in  economically  distressed  communities  and  to  low- 
income  families. 

I  applaud  also  the  President's  recognition  of  the  problems  that 
the  CRA  standards  have  imposed,  particularly  that  current  re- 
quirements have,  as  a  practical  matter,  emphasized  paperwork 
over  actual  results.  I  think  that  this  is  something  that  we  need  to 
address. 

Nevertheless,  I  must  join  in  saying  that  I  am  not  convinced  that 
the  structure  put  forward  in  the  proposed  legislation  is  precisely 


what  we  need.  There  are  those  who  might  argue  that  this  adminis- 
tration bill  would  emphasize  the  creation  of  taxpayer-funded  ghetto 
banks  as  opposed  to  setting  a  goal  of  getting  more  traditional  lend- 
ing institutions  more  involved  in  distressed  communities. 

I  am  concerned  that  by  eliminating,  as  Senator  D'Amato  has 
said,  most  of  the  existing  financial  institutions  with  their  expertise, 
it  is  going  to  be  more  difficult  to  help  establish  the  relationships 
that  we  need  between  low-income  people  and  small  businesses  in 
these  distressed  communities  and  the  traditional  financial  infra- 
structure of  the  country. 

I  believe  that  getting  the  low-income  people  and  the  small  busi- 
nesses in  distressed  communities  mainstreamed  through  the  tradi- 
tional banking  and  other  financial  services  is  an  important  step.  I 
also  believe  it  is  key  to  meaningful  economic  participation  and  im- 
provement. 

I  think  that  we  can  find  a  number  of  creative  ways  to  provide 
incentives.  Frankly,  one  such  example  is  the  Bank  Enterprise  Act, 
which  we  passed,  and  which  encourages  traditional  lending  institu- 
tions to  open  up  lifeline  accounts  and  lend  in  distressed  commu- 
nities by  reducing  bank  assessments  for  such  activities.  I'd  be  in- 
terested to  know  whether  any  progress  has  been  made  on  that. 

I  also  look  forward  to  finding  ways  to  reduce  the  regulatory  bur- 
den and  achieve  the  goals  of  CRA.  We  need  to  make  credit  avail- 
able. I  have  joined  as  an  original  cosponsor  with  Senator  D'Amato 
on  his  Community  Development  Bank  Act.  I  hope  that,  as  we  open 
the  dialog  and  begin  discussion  of  these  two  approaches,  we  will  be 
able  to  find  a  way  to  make  credit  available  to  economically  dis- 
tressed communities  where  credit  is  needed. 

Under  the  Community  Development  Bank  Act,  the  Comptroller 
of  the  Currency  would  be  authorized  to  charter  a  special  type  of 
Community  Development  Bank  owned  by  one  or  more  depository 
institutions.  The  key  to  this  proposal  is  that  the  CRA  rating  of  the 
Community  Development  Bank  would  be  deemed  to  be  the  rating 
of  each  depository  institution  that  has  made  the  maximum  permis- 
sible investment  in  the  Community  Development  Bank. 

So  there  would  be  the  incentive,  plus  the  skills  of  the  existing  fi- 
nancial institutions  brought  to  bear  specifically  on  achieving  goals 
and  getting  the  credit  delivered  where  it  is  needed.  Again,  there 
may  be  questions  about  that,  but  I  look  forward  to  the  dialog  and 
to  working  with  the  Members  of  this  committee  and  our  witnesses 
to  come  up  with  a  successful  combination  of  ideas. 

The  Chairman.  Let  me  call  on  Senator  Moseley-Braun,  who  not 
only  represents  the  State  where  the  Southshore  Bank  has  been  un- 
derway for  about  20  years  as  an  illustration  of  this  concept  in  prac- 
tice, but  also  has  indicated  that  she  will  be  an  original  cosponsor 
of  this  legislation. 

OPENING  STATEMENT  OF  SENATOR  CAROL  MOSELEY-BRAUN 

Senator  Moseley-Braun.  Thank  you  very  much,  Mr.  Chairman. 

I  iust  want  to  respond  to  some  of  the  comments  that  have  been 
made  about  this  proposal  by  my  distinguished  colleagues.  The  fact 
is  that  some  points  have  been  made  regarding  the  regulatory  struc- 
ture and  whether  or  not  the  major  banks  should  participate  in  this 
program. 
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I  submit  to  you,  Senator  D'Amato,  that  I  don't  necessarily  dis- 
agree with  you.  The  major  banks  obviously  have  a  role  to  play.  And 
given  the  history  of  the  lack  of  involvement  of  our  major  financial 
institutions  in  inner-city  communities,  certainly,  there  is  a  real  im- 
perative for  them  to  plav  that  role. 

But  I  submit  to  you  that  this  is  not  an  either/or  situation.  If  any- 
thing, we  ought  to  focus,  and  this  proposal  focuses  on  both.  It  w- 
cuses  on  the  involvement  of  major  banks  through  CRA  enforce- 
ment, the  involvement  of  major  banks  in  inner-city  communities,  in 
community  development,  in  helping  small  businesses,  women- 
owned  businesses,  and  unconventional  businesses,  to  encourage 
those  institutions  to  use  their  deep  pockets  to  help  provide  incen- 
tives for  job  creation.  So  that's  part  of  it. 

The  other  part  of  it,  however,  has  to  do  with  the  CDFI's,  the 
Community  Development  Financial  Institutions.  There,  I  think 
that  it  is  very  important  for  us  to  understand  this  proposal  in  the 
context  of  the  real  world.  It  is  one  thing  for  us  to  encourage  the 
major  banks  to  do  the  right  thing.  They  have  not,  however,  and 
that  is  what  the  record  very  clearly  shows. 

The  study  by  the  Federal  Reserve  Bank  of  Boston  showed  that 
minorities  and  women  were  60  percent  less  likely  under  identical 
circumstances  to  get  a  loan  from  a  major  bank.  A  study  out  of  the 
Woodstock  Institute  showed  that  suburban  communities  were  more 
likely,  two-thirds  more  likely  to  get  loans  than  inner-city  commu- 
nities. And  so,  there  is  clearly  a  need  here.  And  it's  no  news  to  any- 
body that  poor  people  in  urban  or  rural  settings  have  a  harder  time 
accessing  capital  than  those  who  wear  suits  and  ties  and  can  call 
the  CEO's  of  these  institutions. 

The  reality  of  it  is  that  there  is  an  unmet  need  out  there  and  it's 
an  unmet  need  that  is  insidious,  not  only  because  it  keeps  capital 
from  being  accessed  by  inner-city  communities,  but  it  becomes  a  vi- 
cious cycle.  And  people  cannot  access  capital.  Therefore,  they  can- 
not create  jobs.  Therefore,  the  communities  get  more  and  more  de- 
pressed and  it  becomes  a  cycle  that  feeds  on  itself 

The  community  development  initiative  seeks  to  break  that  cycle, 
just  at  one  part  of  the  spiral,  if  you  will.  It  doesn't  answer  the 
whole  question.  It's  not  going  to  be  the  magic  wand  that's  going  to 
change  and  make  all  of  our  financial  institutions  start  doing  the 
right  thing  overnight.  But  certainly,  it  will  give  a  boost  to  those  ef- 
forts that  happen,  that  are  going  on,  even  as  we  speak,  inside  of 
communities  to  put  money  back  into  depressed  communities  and 
communities  that  have  been  neglected. 

I  have  the  fortunate  experience  of  being  able  to  say  from  first- 
hand experience  that  these  institutions  work.  I  lived  in  the  commu- 
nity where  the  Southshore  Bank  started.  In  fact,  I  feel  like  I  got 
old  with  some  of  the  leadership  in  the  Southshore  Bank.  They 
started  the  bank  20  years  ago.  We  were  all  bright-eyed  and  ener- 
getic and  ready  to  save  the  world  and,  in  fact,  they  did  a  lot  more — 
I  hate  to  say,  I  daresay — than  some  of  us  who  went  into  Govern- 
ment were  able  to  do  to  actually  make  a  difference  because  they 
were  able  to  put  money  back  into  a  community.  They  were  able  to 
leverage  private  dollars.  They  were  able  to  give  new  businesses  ac- 
cess to  capital.  And  they  crieated  jobs.  They  saved  a  community. 
They  saved  a  housing  stock. 


What  they  did  was  the  most  cost-efficient  use  of  private  and  pub- 
lic resources  that  we  possibly  could  have  achieved.  And  they  are  to 
be  congratulated  and  those  of  us  who  are  here  in  support  of  this 
proposal,  I  think,  want  to  carry  that  mission  forward  so  that  the 
rest  of  the  country  can  get  the  benefit  of  the  positive  result  that 
came  from  that  kind  of  initiative  with  Community  Development  Fi- 
nancial Institutions. 

And  so,  the  Southshore  Bank  model  works.  I'm  sure  you're  going 
to  hear  from  my  colleague,  Congressman  Rush,  from  my  hometown. 
He  has  seen  this  effort  at  work.  He's  seen  what  it's  done,  what  a 
positive  model  it  can  be. 

I  would  just  say  to  my  colleagues  who  say  that  there  are  all 
other  kinds  of  things  we  need  to  do.  We  need  to  do  something 
about  the  major  banks  and  get  them  involved.  We  need  to  fix  the 
paperwork  problem  and  get  that  involved. 

I  daresay  we're  not  talking.  Senator  Bond,  about  taxpayer-fi- 
nanced ghetto  banks.  If  anything,  we're  talking  about  the  tax- 
payers getting  a  better  bang  for  their  buck  in  terms  of  making  fi- 
nancial institutions  respond  to  a  situation  that  becomes  a  drain  on 
taxpayer  resources,  if  not  fixed.  And  here's  an  opportunity  for  us 
to  fix  it. 

And  I  would  just  say  to  the  critics  of  this  proposal  that  this  ini- 
tiative is  something  that  we  can  and  must  work  on  because,  while 
it  may  not  solve  the  entire  problem,  it's  not  going  to  cure  all  the 
financial  institution  issues.  It's  not  going  to  cure  the  paperwork 
issue  in  and  of  itself.  But  it  certainly  gives  us  a  place  to  start.  It 
gives  us  a  place  to  begin  to  open  up  the  doors  so  that  communities 
can  do  for  themselves,  so  that  people  can  help  themselves,  can 
start  creating  jobs,  and  so  that  we  can  begin  to  show  the  people 
that  we  are  serious  about  opening  up  the  doors  of  opportunity  for 
all  of  America,  as  opposed  to  just  some  of  America. 

I  daresay,  and  I'm  going  to,  I  guess,  reaching  back  to  my  own 
roots.  It  even  took  the  good  Lord  7  days  to  create  this  world  and 
it's  going  to  take  us  a  while  to  be  able  to  open  up  access  to  capital 
in  a  way  that  is  meaningful  for  people  and  that  will  actually  give 
rise  to  job  creation.  But  this  proposal  goes  a  long  way  in  that  direc- 
tion, and  I  would  encourage  my  colleagues  to  take  a  more  kindly 
look  at  it  because  I  think  that  if  we  go  with  this  direction,  we  will 
be  able  to  show  some  actual  results  and  some  actual  changes  that 
are  positive  and  supportive  of  the  people  who  need  our  help  the 
most. 

The  Chairman.  It  should  be  noted,  too,  that  in  order  for  anybody 
to  qualify  for  any  Federal  contribution  to  a  Community  Develop- 
ment Bank,  they  first  have  to  raise  their  own  money. 

For  example,  if  one  wants  to  come  into  being  in  Chicago  or  De- 
troit or  some  other  place,  they  would  have  to  raise  a  million  dollars 
or  $2  million  or  $3  million  from  their  own  sources  before  they 
would  be  eligible  to  come  to  this  new  program  and  ask  for  and  sub- 
mit an  application  for  a  matching  amount  of  capital. 

So  this  is  not  a  program  where  somebody  comes  and  stands  in 
line.  They  have  to  go  out  and  put  together  a  business  plan,  raise 
their  own  capital  first,  and  then  come  in  and  are  eligible  for  a 
match  on  a  competitive  basis  with  others  around  the  country.  But 
many  are  already  down  the  track,  like  Southshore  Bank,  now  with 
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a  20-year  history.  I  know  Congressman  Rush  will  tell  us  about 
that. 
Senator  Mack. 

OPENING  STATEMENT  OF  SENATOR  CONNIE  MACK 

Senator  Mack.  Thank  you,  Mr.  Chairman.  The  objective  here  is 
truly  a  great  one.  And  I  think  all  of  us  who  have  been  supportive 
of  the  so-called  empowerment  movement  understand  in  a  capitalist 
society  that  you  cannot  succeed  without  the  ability  to  obtain  cap- 
ital. 

So  I  am  appreciative  of  the  effort  that's  being  made.  I  am  not 
going  to  be  judgmental  at  this  point.  But  I  would  just  add  the  last 
comment  that  there  are  rules,  there  are  natural  rules  of  credit  and 
finance  that  I  hope  we  will  observe  as  we  go  through  this  process 
because  if  they  are  not  adhered  to,  then  the  plan  will  fail  in  the 
end. 

And  so,  again,  I  will  submit  my  further  comments  for  the  record 
and  I  look  forward  to  hearing  from  Congressman  Rush  and  from 
our  colleague.  Senator  Bradley. 

The  Chairman.  I've  got  my  eye  on  the  clock  because  I  know  that 
Secretary  Bentsen  must  leave  at  3:30  p.m.,  so  I'm  going  to  try,  in 
the  next  15  minutes,  to  finish  statements  from  Members  and  to 
hear  from  our  two  colleagues  so  that  we  can  get  the  Secretary  on 
at  about  3:00  p.m. 

I'm  going  to  try  to  work  to  that  goal  and  anybody  that  can  help 
me,  I  will  appreciate  it. 

Senator  Campbell. 

Senator  Campbell.  I'll  withhold  my  statement. 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  I'll  help  you. 

The  Chairman.  Thank  you. 

[Laughter.] 

Senator  Sarbanes. 

OPENING  COMMENTS  OF  SENATOR  PAUL  S.  SARBANES 

Senator  Sarbanes.  Well,  Mr.  Chairman,  I  want  to  help,  but  I 
don't  know  that  I  can  go  quite  to  the  length  that  my  two  colleagues 
have  just  gone.  But  I  will  try  to  shorten  it. 

Senator  Mack.  You  might  just  confine  yourself  to  the  limit  that 
I  had. 

Senator  Sarbanes,  I  might  do  that.  First  of  all,  let  me  say  that 
one  of  the  pressing  problems  confronting  our  financial  system  is 
the  availability  of  credit  to  underserved  communities  in  urban  and 
rural  areas.  This  has  been  a  very  important  priority  of  the  new  ad- 
ministration. But  perhaps  of  equal,  or  even  greater  importance  has 
been  a  leading  item  on  the  agenda  of  this  committee. 

And  I  want  to  commend  Chairman  Riegle  for  the  leadership 
which  he's  already  provided  in  trying  to  address  this  very  difficult 
and  complex  issue.  In  fact,  in  February  1994,  right  at  the  begin- 
ning of  this  Congress,  this  committee  held  three  hearings  relating 
to  this  issue.  The  third  hearing  was  on  the  role  community-based 
lending  institutions  can  play  in  helping  to  meet  the  credit  needs  of 
underserved  communities. 
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In  the  middle  of  February,  we  held  an  extraordinary  hearing  on 
the  issue  of  reverse  redlining  in  home  equity  loans,  which  described 
the  practice  by  finance  companies,  second-mortgage  companies,  and 
finance  subsidiaries  of  bank-holding  companies,  of  targeting  low- 
and  moderate-income  neighborhoods  for  granting  home  equity 
loans  at  exorbitant  interest  rates,  and  the  real  human  plight  that 
resulted  from  that. 

And  the  third  hearing,  of  course,  focused  on  the  fundamental 
issue  of  racial  discrimination  in  mortgage  and  other  lending.  We 
had  a  report  of  a  study  done  by  the  Federal  Reserve  Bank  of  Bos- 
ton, with  respect  to  mortgage  lending,  which  clearly  demonstrated 
discrimination  against  minorities. 

One  of  my  colleagues  here  made  reference  earlier  to  the  natural 
rules  of  finance  and  economics.  Those  do  work.  But  what  this  study 
showed  was  that  people  who  could  meet  the  natural  rules  of  fi- 
nance and  economics  were  being  discriminated  against.  And  the 
only  basis  on  which  one  can  conclude  discrimination,  on  examining 
the  data,  was  because  they  were  black  or  Hispanic. 

The  issue  of  credit  availability  in  underserved  communities  is 
large  and  complex.  It  doesn't  lend  itself  to  an  easy  solution.  It  re- 
quires a  range  of  approaches.  And  that's  why  I'm  pleased  that  the 
President  announced  this  morning  an  initiative  by  Federal  bank 
regulatory  agencies  to  improve  enforcement  of  the  Community  Re- 
investment Act  in  conjunction  with  his  proposed  legislative  initia- 
tive to  assist  Community  Development  Lending  Institutions. 

The  two  initiatives  complement  one  another  and  both,  in  my 
judgment,  are  important.  Clearly,  a  role  for  the  community-based 
lending  institutions,  such  as  the  Community  Development  Banks, 
the  credit  unions,  the  development  corporations,  and  the  develop- 
ment revolving  loan  funds.  The  President  has  brought  a  lot  of  at- 
tention to  their  role  and  we  hope  to  be  able  to  work  at  that  as  we 
develop  the  legislation  proposed  by  the  administration. 

I  don't  think  that  that  approach  can  be  in  lieu  of  or  as  an  alter- 
native to  lending  in  underserved  communities  by  the  traditional 
commercial  banking  system.  That  system,  after  all,  remains  a  prin- 
cipal source  of  credit  in  those  communities,  and  indeed,  across  the 
country,  and  I  think  has  to  remain  part  of  our  focus  as  we  try  to 
deal  with  this  problem. 

I  understand  that  Comptroller  Ludwig  will  be  testifying  about 
the  initiative  being  developed  with  respect  to  improved  enforce- 
ment of  the  Community  Reinvestment  Act.  I  think  they  have  some 
ideas  about  how  they  can  become  more  results-oriented  and  per- 
haps ease  some  of  the  documentation,  not  simply  to  ease  it,  but  to 
take  a  different  approach  which  will  get  us  closer  to  the  positive 
results  which  we  are  seeking. 

So,  Mr.  Chairman,  I'm  in  a  mark-up  in  another  committee.  I  may 
not  be  able  to  stay  for  this  hearing,  or  I'll  have  to  come  back.  But 
I  do  want  to  commend  you  for  the  leadership  exhibited  right  at  the 
beginning  of  this  Congress,  in  scheduling  and  then  holding  those 
three  very  important  hearings,  all  of  which  are  relevant  to  the  ini- 
tiatives we  will  be  hearing  about  here  today. 

The  Chairman.  Thank  you.  Senator  Sarbanes. 
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We've  got  two  distinguished  colleagues  here.  Senator  Bradley  has 
kindly  suggested  that  Congressman  Rush  go  first,  which  is  typical 
of  his  good  nature  and  courtesy. 

So  we'd  be  delighted  to  hear  fi-om  you. 

STATEMENT  OF  BOBBY  L.  RUSH,  U.S.  HOUSE  OF 
REPRESENTATIVES,  DISTRICT  1,  THE  STATE  OF  ILLINOIS 

Representative  Rush.  Thank  you,  Mr.  Chairman. 

I  want  to  take  a  moment  to  say  I  certainly  appreciate  the  oppor- 
tunity to  appear  before  this  committee.  I  applaud  you  for  the 
speediness  with  which  you've  conducted  these  hearings.  And  I  want 
to  take  an  opportunity  to  say  that  my  long-time  friend  and  col- 
league, Senator  Carol  Moseley-Braun,  is  doing  an  outstanding  job 
representing  all  of  us.  She  and  I  worked  many  years  in  the  vine- 
yards, trying  to  get  programs  such  as  this  program,  enacted. 

The  Chairman.  We  feel  very  fortunate  to  have  her  as  a  Member 
of  this  committee. 

Representative  Rush.  You  should,  Mr.  Chairman,  and  I  knew 
that  you  would. 

Mr.  Chairman,  thank  you  for  the  opportunity  to  come  before  this 
committee  to  express  my  support  for  the  Community  Development 
Banking  and  Financial  Institutions  Act  of  1993,  a  pivotal  piece  of 
legislation  which  President  Clinton  announced  at  the  White  House 
this  morning,  and  is  again  greatly  appreciated. 

I  also  welcome  the  opportunity  to  begin  the  process  of  working 
with  you  and  the  Members  of  tnis  committee  to  ensure  that  the 
President's  bill  is  signed  into  law  with  all  deliberate  speed,  a  goal 
which  will  take  a  great  deal  of  concerted  effort  between  the  two 
bodies  of  Congress. 

In  May,  I  had  introduced  the  Community  Development  Financial 
Institutions  Act  of  1993,  H.R.  2250.  While  I  had  until  recently  pur- 
sued its  passage,  I  support  the  legislation  introduced  today. 

I  commend  the  administration  for  their  extensive  outreach  effort 
to  community,  banking,  and  consumer  groups  in  putting  this  bill 
together,  and  consider  it  a  mark  of  honor  that  their  and  my  bills 
ended  up  looking  very  similar — two  children  of  different  mothers, 
if  you  will. 

Through  discussions  with  many  of  the  same  individuals  and 
groups  and  because  of  the  administration's  and  my  mutual  desire 
to  generate  effective  and  comprehensive  community  development, 
we  developed  analogous  approaches  to  many  of  the  critical  issues 
fundamental  to  such  an  effort.  And  it  is  because  we  substantially 
came  to  share  the  same  approaches  that  I  come  before  this  commit- 
tee today  in  support  of  this  bill. 

I  strongly  believe  that,  once  enacted,  this  legislation  will  respon- 
sibly begin  to  address  the  credit  and  community  development  needs 
of  our  Nation's  most  disinvested  areas.  I  support  this  legislation  be- 
cause of  my  belief  that  meeting  the  economic  needs  or  the  people 
of  the  inner-city,  rural,  and  close-in  suburban  areas  is  one  of  a  se- 
ries of  steps  necessary  to  make  sure  that  equal  economic  opportuni- 
ties are  fully  extended  to  all  Americans. 

This  bill  is  designed  to  assist  Americans  who,  as  President  Clin- 
ton has  described  them,  are  willing  to  work  hard  and  play  by  the 
rules. 
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This  legislation  will  create  the  Community  Development  Banking 
and  Financial  Institutions  Fund,  a  Government  corporation  with  a 
mission  of  fostering  the  growth  and,  where  necessary,  the  estab- 
lishment of  entities  that  will  increase  access  to  credit  and  financial 
resources  by  low-  and  moderate-income  people,  as  well  as  small, 
minority-,  and  women-owned  businesses. 

These  are  the  groups  and  individuals  which  have  traditionally 
been  denied  access  to  adequate  levels  of  capital  and  credit.  Too  fre- 
quently, these  groups  and  individuals  are  located  within 
disinvested  communities  like  many  located  in  Illinois'  First  Con- 
gressional District,  which  I  have  the  distinct  honor  and  pleasure  of 
representing. 

Community  Development  Financial  Institutions  across  the  coun- 
try, which  are  innovative  entities  comprised  of  individuals  >yho 
know  first-hand  what  steps  to  take  to  improve  their  communities, 
will  now  be  able  to  better  obtain  the  economic  resources  with  which 
to  do  so. 

The  fund,  through  competitive  awarding  of  a  wide  range  of  as- 
sistance by  its  board  of  directors,  will  enable  creative  ventures  to 
be  undertaken  including  everything  from  supporting  the  efforts  of 
local  groups  to  demolish  and  remove  abandoned  buildings,  to  facili- 
tating the  development  of  low-  and  moderate-income  housing,  to 
helping  groups  with  successful  track  records  building  small  projects 
to  obtain  capital  and  credit  to  do  more  of  their  crucial  work. 

CDFI's,  like  those  who  were  well  represented  at  the  White  House 
this  morning,  and  are  in  this  room  this  afternoon,  including  com- 
munity development  banks,  community  development  credit  unions, 
microlenders,  community  development  loan  funds,  community  de- 
velopment corporations,  and  other  entities,  will  apply  for  assistance 
from  the  fund. 

The  board  will  determine  which  among  these  competing  propos- 
als will  do  the  most  comprehensive  job  of  rejuvenating  all  aspects 
of  the  target  community's  economic  and  social  vitality. 

The  kind  of  development  that  the  fund  will  foster  is  that  which 
will  measurably  and  steadily  increase  the  confidence  of  the  resi- 
dents, business  owners,  and  workers  in  targeted  communities  that 
their  own  fortunes  and  opportunities  are  on  the  rise.  But  just  as 
critically,  it  will  also  convince  outside  investors  that  these  commu- 
nities merit  their  careful  and  considered  attention — and  their  in- 
vestment dollars. 

Moreover,  the  fund  will  encourage  healthy  competition  among 
applicants  to  get  the  most  bang  for  its  limited  bucks.  It  will  require 
matching  private  funds  for  much  of  the  assistance  it  awards  on  at 
least  a  1:1  basis,  which  will  mean  that  applicants  will  not  only 
have  to  compete  on  the  basis  of  comprehensiveness  of  their  applica- 
tion, but  will  be  put  through  the  additional  real-world  filter  of  se- 
curing scarce  private-sector  funds. 

By  acting  to  increase  levels  of  private  investment,  by  requiring 
matching  funds,  and  by  fostering  growth  of  responsible  financial  in- 
stitutions, the  fund  will  leverage  its  resources  many  times  over,  a 
critical  fact  to  remember  in  these  times  of  limited  Federal  dollars. 

And  Mr.  Chairman,  the  fund  will  accomplish  these  goals  in  a 
way  that  does  not  necessarily  create  one  more  Federal  bureaucracy, 
but  instead,  will  build  on  the  insights  gained  from  some  of  the 
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hard-fought  struggles,  and  mistakes,  of  the  past  as  CDFI's  learned 
what  did  and  did  not  work  to  foster  community  development.  One 
of  the  functions  of  the  fund  will  be  as  a  clearinghouse  of  Commu- 
nity Development  Financial  Institution's  information,  so  that  these 
lessons  are  centralized  and  disseminated. 

Finally,  the  real  significance  of  this  legislation  is  that  it  is  not 
just  about  credit  or  banking — it  is  about  genuine,  comprehensive, 
permanent  community  development.  We  will  give  persons  the  tools 
to  determine  their  own  destinies  and  to  take  their  and  their  fami- 
lies' futures  into  their  own  hands  and  work  to  achieve  what,  until 
now,  has  been  on  the  horizon,  but  still  beyond  the  grasp — ^that  elu- 
sive goal  called  prosperity. 

Real  prosperity  cannot  exist  without  the  economic  building  blocks 
that  so  many  of  the  hard-working  men  and  women  in  these 
disinvested  urban,  suburban  and  rural  communities  lack. 

I  urge  my  Senate  colleagues  to  support  this  bill,  which  is  de- 
signed to  foster  increased  access  to  good-paying  jobs,  encourage  en- 
trepreneurship  and  self-sufficiency,  increase  living  standards  and 
quality  of  life,  make  credit  and  financial  services  more  readily 
available,  and  give  community  members  access  to  a  broader  spec- 
trum of  goods  and  services.  I  believe  that  it  will  engender  myriad 
economic  opportunities,  including  ownership  of  businesses,  build- 
ings, homes,  and  other  assets  within  our  communities. 

By  devoting  resources  to  precisely  targeted  Community  Develop- 
ment Financial  Institutions  that  are  undertaking  activities  that 
aim  to  reduce  the  cycle  of  violence  and  hopelessness  that  so  manv 
of  our  citizens  now  experience,  by  putting  our  people  back  to  work 
at  decent  jobs,  and  by  helping  to  ensure  that  our  communities  be- 
lieve in  the  possibilities  that  underlie  even  our  Nation's  most  deep- 
seated  problems,  I  firmly  believe  that  the  Community  Development 
Banking  and  Financial  Institutions  Act  of  1993  will  be  a  catalyst 
for  real  change  in  the  lives  of  countless  Americans  during  the  years 
to  come. 

I  thank  you  very  much,  Mr.  Chairman,  and  again,  I  look  forward 
to  working  with  you  on  this  legislation. 

The  Chairman.  Thank  you  very  much  for  your  statement.  We 
look  forward  to  working  with  you.  Feel  free  to  go  or  stay  as  you 
wish. 

Senator  Bradley. 

STATEMENT  OF  BILL  BRADLEY,  U.S.  SENATOR,  FROM  THE 

STATE  OF  NEW  JERSEY 

Senator  Bradley.  Thank  you  very  much,  Mr.  Chairman.  I  want 
to  thank  you  for  the  series  of  hearings  that  you  held  earlier  in  the 
year. 

Like  you,  I  was  at  the  White  House  today  and  I  applaud  the 
President  for  the  initiative  that  he  announced  today  that  is  the 
subject  of  this  hearing. 

Mr.  Chairman,  urban  America  is  beset  by  a  series  of  problems — 
joblessness,  low  investment,  violence,  family  disintegration. 

Capital  is  not  the  only  tool  needed  to  revitalize  our  cities,  but  it's 
a  very  important  and  necessary  one.  In  many  American  cities,  the 
most  accessible  financial  institution  is  the  check-cashing  facility.  In 
some  areas,  these  institutions  charge  as  much  as  10  percent  just 
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to  cash  a  Government  check.  People  who  want  to  save  have  no 
place  to  go.  Businesses  have  no  access  to  capital. 

Last  April,  I  was  walking  in  Camden,  New  Jersey,  in  North 
Camden,  a  50-block  area  that  is  a  highly  depressed  area.  A  white 
businessman  walked  up  to  me  and  said,  "I've  had  a  business 
around  the  comer  here  for  the  last  30  years,  a  family  business.  We 
employ  25  people.  We  have  a  good  business.  But  I  can't  get  any 
loan  from  any  bank."  I  said,  "why?"  He  said,  "because  we  happen 
to  have  the  business  located  in  this  50-block  area  and  it  shouldn't 
be." 

People  who  want  to  have  access  to  capital  should  have  access  to 
capital.  Within  a  165-square-mile  area  that  makes  up  the  affected 
South  Central  Los  Angeles  area  where  the  disorders  occurred  in 
April,  a  year  ago,  there  are  19  bank  branches  and  there  are  135 
check-cashing  establishments.  But  lefs  not  just  focus  on  the  bad 
news  because  in  many  economically  distressed  areas,  there  are  is- 
lands of  hope  for  people  who  want  to  save  and  invest. 

Example — La  Casa  de  Don  Pedro,  which  operates  a  credit  union 
in  a  very  poor  section  of  Newark,  NJ.  Las  Casa  is  a  multi-purpose 
community  organization  that  just  happens  to  have  a  credit  union. 
While  I  was  there  one  afternoon,  a  stream  of  members  poured  into 
this  small  building,  which  houses  a  credit  union,  a  day  care  center, 
and  other  programs.  They  deposit  $20,  $30,  $100  at  a  time. 

My  guess  is  that  if  it  were  not  for  the  credit  union,  many  of  the 
community's  residents  would  have  no  place  to  deposit  their  money, 
secure  a  small  loan,  or  take  advantage  of  all  tne  other  banking 
services  that  we  often  take  for  granted. 

Community  Development  Financial  Institutions  may  start  small, 
but  they  don't  have  to  stay  small.  Of  course,  the  best  known  suc- 
cess story  of  community  development  corporations  is  the  one  Sen- 
ator Moseley-Braun  talked  about,  which  is  Shorebank  of  Chicago. 

I  won't  spend  a  lot  of  time  talking  about  Shorebank,  other  than 
to  point  out  that  since  1973,  it  supplied  $340  million  in  develop- 
ment financing,  mainly  for  the  purpose  of  rehabilitation  of  housing 
units  in  Chicago's  South  Shore  and  Austin  neighborhoods. 

It  is  not  simply  a  bank.  It's  a  hand  corporation  that  redevelops 
land  and  housing.  It's  a  neighborhood  institute  that  provides  train- 
ing and  start-up  business  skills  for  residents.  And  it  is  a  bank  that 
takes  deposits  and  makes  loans. 

Another  institution  a  little  closer  to  my  home  is  New  Commu- 
nities Corporation  in  Newark.  Formed  in  the  wake  of  the  Newark 
riots  in  1967,  it  has  over  the  last  25  years  developed  over  2,500 
housing  units,  25,000  square  feet  of  office  space,  an  $11  million  ex- 
tended care  faciHty,  and  also,  a  $15  million  shopping  center  which 
contains  central  Newark's  only  new  shopping  center  since  1967. 

New  Community's  founder  is  Monsignor  William  Linder.  Many  of 
you  are  probably  familiar  with  Monsignor  Linder.  He  testifies 
often.  He  testified  recently  before  Congress  and  said  the  following 
about  those  who  wonder  why  there  is  no  access  to  capital  in  urban 
America. 

He  said: 

I  have  seen  bank  branch  after  bank  branch  close  because  the  bank  did  not  find 
serving  our  community  profitable.  There  was  always  the  same  trend— managers 
were  frequently  changed,  service  became  poor,  the  facility  was  always  dirty.  Frank- 
ly, no  one  in  authority  cared  about  our  community. 
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So  what  did  Monsignor  Linder  do?  He  started  a  credit  union  and 
now  presides  over  a  small  institution,  $1.7  million  in  assets  that 
provides  basic  banking  services  to  community  residents.  Last  year, 
it  made  165  loans,  mainly  to  poor  residents  in  Newark's  central 
ward,  basic  banking  services  like  check-cashing,  consumer  loans, 
and  savings  accounts,  which  are  taken  for  granted  by  a  lot  of  peo- 
ple, but  in  places  like  the  central  ward  of  Newark,  they  become 
scarce  and  prized  resources  that  are  available  only  because  of  this 
credit  union. 

Earlier  this  session.  Senator  Moseley-Braun  and  I  and  others  in- 
troduced a  bill  that  is  somewhat  similar  to  those  that  Congressman 
Rush  talked  about  and  that  the  administration  put  forward  today. 

I  am  especially  pleased  that  the  President  saw  fit  to  target  a  va- 
riety of  Community  Development  Financial  Institutions  with  his 
proposal — community  development  banks,  community  development 
credit  unions,  revolving  loan  funds,  microloan  funds,  and  commu- 
nity development  corporations  are  all  eligible  for  assistance.  This 
means  that  the  fund  established  by  this  legislation  will  be  flexible 
enough  to  support  the  institutions  that  individual  communities 
have  already  developed  to  respond  to  their  unique  credit  needs, 
needs  that  are  not  being  met  and  have  not  been  met  by  the  private 
banking  sector,  and  provide  resources  to  them. 

I  might  say  that  most  of  these  facilities  have  default  rates  of 
lower  than  1  percent,  not  a  bad  default  rate  even  for  a  very  suc- 
cessful, highly  regulated  institution. 

The  willingness  to  accommodate  a  diverse  group  of  existing  insti- 
tutions is,  in  my  opinion,  a  very  important  feature  of  the  adminis- 
tration's proposal.  I  consider  such  flexibility  essential  to  supporting 
the  islands  of  hope  that  have  sprung  up  in  recent  years  in  the  ab- 
sence of  a  coherent  Federal  urban  economic  development  strategy. 

Again,  Mr.  Chairman,  I  want  to  thank  you  for  your  leadership 
in  this  area,  for  the  committee's  deliberation,  and  for  the  adminis- 
tration's contribution  and  advocacy  of  this  direction  in  urban  policy, 
and  I  look  forward  to  working  with  you  to  make  this  proposal  a  re- 
ality, a  reality  that  urban  America  needs  desperately. 

The  Chairman.  Thank  you  very  much.  Senator  Bradley.  We  ap- 
preciate your  leadership  as  well  as  that  of  House  Member  Rush. 

Thank  you  both.  Your  testimony  has  been  very  helpful  to  us. 

Let  me  invite  Secretary  Bentsen  and  Secretary  Espy  to  come  for- 
ward, and  also  Mr.  Ludwig,  who  is  going  to  be  testifying  as  well. 
And  Frank  Newman,  who  I  know  is  here  accompanying  former 
Senator  Bentsen. 

Let  me  say  at  the  outset  that  we're  very  pleased  to  have  the  sen- 
ior financial  officer  of  this  administration  here  today  on  the  very 
afternoon  when  this  initiative  has  been  announced,  to  have  our 
former  colleague  and  respected  Secretary  of  the  Treasury  come  be- 
fore us,  along  with  his  esteemed  Cabinet  colleague.  Secretary  Espy, 
who  is  here. 

We  appreciate  the  promptness  with  which  you've  come  forward 
today  to  lay  this  out,  and  we'd  like  to  hear  from  you  first,  Mr.  Sec- 
retary. 
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STATEMENT  OF  LLOYD  M.  BENTSEN,  SECRETARY, 
DEPARTMENT  OF  THE  TREASURY,  WASHINGTON,  DC 

Secretary  Bentsen.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman,  Members  of  this  committee,  I'm  pleased  to  have 
an  opportunity  to  testify  before  you  on  a  piece  of  legislation  that 
fulfills  a  major  portion  of  a  commitment  by  the  President  of  the 
United  States  to  revitalize  economically  distressed  areas  in  this 
country. 

I  have  a  somewhat  longer  statement.  I'd  like  to  give  you  the  ab- 
breviated statement,  if  that's  all  right. 

The  Chairman.  We'll  make  the  long  statement  a  part  of  the 
record.  Thank  you. 

Secretary  Bentsen.  I  want  to  cover  the  broad  aims  of  the  legisla- 
tion that  we're  proposing. 

Secretary  Espy  will  discuss  those  aspects  of  the  legislation  that 
affect  his  department. 

The  Comptroller  of  the  Currency,  Gene  Ludwig,  will  discuss  the 
issue  of  regulatory  reform  of  the  Community  Reinvestment  Act. 

Before  I  get  into  the  details  of  this  proposal,  Mr.  Chairman,  I 
want  to  commend  you  and  the  Members  of  this  committee  for  the 
very  strong  support  you  have  shown  for  fair  lending  and  commu- 
nity reinvestment.  It's  critical.  The  work  you're  doing  is  really  mak- 
ing a  difference.  We  need  to  build  on  that  effoit.  That's  why  we're 
proposing  the  Community  Development  Banking  and  Financial  In- 
stitutions Act  of  1993.  We  believe  that  we  can  do  even  more  and 
that  this  is  the  way  to  do  it. 

Now  let  me  tell  you  why  I  believe  this  element  of  President  Clin- 
ton's economic  program  is  important. 

I've  seen  the  poverty  of  rural  South  Texas.  The  county  where  I 
was  born  and  lived  in  has  one  of  the  very  highest  unemployment 
rates  in  the  United  States  today.  I've  seen  what  happened  to  Hous- 
ton after  the  oil  bust.  And  I've  also  listened  to  the  concerns  and  the 
problems  of  some  of  the  major  industrial  countries  at  the  Tokyo 
Summit,  the  problems  of  unemployment  there  and  what  they  too 
are  seeking  to  do  about  it. 

I  want  to  be  certain  that  the  prosperity  and  the  growth  that  we 
are  trying  to  build  for  the  world  reaches  into  every  community  of 
the  United  States.  Too  many  people,  small  businesses,  and  commu- 
nities, from  our  inner  cities  to  our  rural  areas,  and  to  our  Indian 
reservations,  missed  out  on  the  economic  progress  of  the  1980's. 

To  make  matters  worse,  these  are  the  people  and  the  businesses 
in  the  areas  hardest  hit  in  the  recession  that  we're  just  coming  out 
of  That's  why  we  have  to  create  or  re-establish  the  means  for  eco- 
nomically-distressed communities  to  enter  into  the  mainstream  of 
the  American  economy. 

This  part  of  our  economic  plan  will  help  accomplish  that.  To  do 
that,  we  have  to  provide  access  to  credit,  equity  capital,  and  tech- 
nical assistance. 

Traditional  financial  institutions  have  failed  to  provide  services 
to  distressed  populations  for  a  number  of  reasons.  Some  tell  us  it 
costs  too  much,  the  borrowers  have  little  capital  of  their  own,  or 
the  return  is  too  low  and  the  risk  is  too  high.  And  in  many  institu- 
tions, they  have  little  understanding  of  how  to  make  money  in  non- 
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traditional  markets.  This  can  keep  the  for-profit  institutions  frotn 
doing  much  more  than  we  would  require. 

In  short,  some  people,  businesses,  and  communities  face  what 
amounts  to  a  financial  services  vacuum,  and  we  ought  to  address 
it.  Fortunately,  a  number  of  specialized  Community  Development 
Financial  Institutions  have  labored  long  and  hard,  and  often  alone, 
to  restore  hope  and  economic  opportunity  to  those  without  access 
to  more  traditional  mainstream  financial  institutions.  And  I  have 
some  background  on  that  one  from  when  I  was  in  the  private  sec- 
tor. 

These  community  development  institutions  typically  are  driven 
by  certain  public  purposes  and  social  values,  as  well  as  the  more 
traditional  market  place  factors.  For  example,  they  may  exist  to 
specifically  offer  credit  to  low-  and  moderate-income  individuals,  to 
give  borrowers  technical  assistance  to  improve  the  chances  of  quali- 
fying, to  inject  borrowers  into  decisions  that  affect  their  lives,  to 
spur  economic  and  social  development,  and  to  promote  the  self-suf- 
ficiency of  individuals  and  communities. 

Unlike  a  traditional  lender,  the  CDFI  looks  beyond  what  a  trans- 
action can  do  for  the  institution.  Instead,  they  make  decisions 
based  on  what  benefit  will  accrue  to  the  entire  community.  Rep- 
resentative of  these  specialized  lenders  are  community  develop- 
ment banks,  community  development  credit  unions,  community  de- 
velopment loan  funds,  microenterprise  loan  funds,  venture  develop- 
ment funds,  community  development  corporations,  and  minority 
banks.  All  of  these  institutions  merit  Federal  recognition  for  the 
work  they  have  already  done  and  Federal  support  to  expand  their 
efforts  in  coming  years. 

Our  leg^islation  will  help  these  institutions  meet  our  shared 
goals — to  ease  access  to  credit  for  distressed  communities  and  their 
residents. 

Let  me  make  it  clear  that  our  community  development  banking 
initiative  is  not — is  not — a  substitute  for  existing  Community  Rein- 
vestment Act  requirements.  Rather,  it  is  intended  to  complement 
those  requirements.  I  believe  Gene  Ludwig  will  be  discussing  the 
CRA  aspects  of  this  with  you. 

Furthermore,  our  community  development  banking  initiative 
should  not  be  confused  with  or  compromised  by  the  program  we  an- 
nounced in  March  to  break  the  credit  crunch.  That's  a  different 
deal.  These  are  complementary  programs,  not  competing  ones. 

As  you're  aware,  a  number  of  bills  have  been  offered  in  the  Sen- 
ate and  the  House  dealing  with  this  issue.  They  take  a  variety  of 
approaches  to  the  problem.  Many  of  these  proposals  contain  one  or 
another  element  of  our  own  legislation,  but  none  of  them  entirely 
addresses  the  principles  that  underlie  this  approach. 

There  are  some  extremely  good  ideas  out  there  in  the  bills  that 
have  been  proposed  and  we  put  a  number  of  them  in  our  proposal. 

Five  principles  are  critical  to  an  effective  community  develop- 
ment banking  program  that  can  earn  widespread  public  support. 

First,  we  must  make  every  effort  to  use  private  capital  to  lever- 
age the  assistance  we  provide  from  the  Fund. 

Second,  we  must  encourage  enterprises  that  show  the  most 
promise  of  becoming  self-sustaining,  the  ones  that  can  go  into  the 
marketplace  and  survive.  The  pressure  on  public  resources  rises 
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every  day.  [and]  We  have  a  market-based  economy,  and  we  ought 
to  be  encouraging  market-based  solutions. 

Third,  fund  managers  should  have  enough  flexibility  to  experi- 
ment and  develop  the  most  effective  programs  possible,  and  that 
can  vary  from  one  region  to  another  because  the  problems  do  differ. 

Fourth,  we  must  have  a  new  and  separate  entity  with  dedicated 
funding  that's  focused  exclusively  on  revitalizing  the  distressed 
areas. 

And  last,  let  me  say  that  we  cannot  and  will  not  view  community 
development  banks  as  a  substitute  for  active  community  lending  by 
institutions  presently  subject  to  the  CRA.  These  principles  should 
help  us  extend  the  benefits  of  our  economic  system  to  all  commu- 
nities. Our  program  would  support  existing  Community  Develop- 
ment Financial  Institutions  and  encourage  the  creation  of  new 
ones. 

These  institutions,  in  turn,  would  offer  lending,  equity  invest- 
ment, and  development  services  to  promote  economic  revitalization 
and  community  development. 

The  core  of  our  program  is  the  creation  of  a  Community  Develop- 
ment Banking  and  Financial  Institutions  Fund  to  invest  in  and 
provide  technical  assistance  to  newly-established  and  existing 
CDFFs. 

What  we're  doing,  Mr.  Chairman,  is  requesting  $382  million 
through  fiscal  1997  for  this  program — $60  million  in  fiscal  1994; 
$104  million  in  fiscal  1995;  $107  milhon  in  fiscal  1996;  and  $111 
million  in  fiscal  1997. 

The  fund  can  set  aside  up  to  $10  million  per  year  for  administra- 
tive costs  and  expenses. 

The  fund  will  be  an  Executive  Branch  Government  corporation 
with  a  9-member  board — 5  Federal  and  4  private-sector  members. 
The  chairman  will  come  from  the  private  sector.  The  private  citi- 
zens on  the  board  will  collectively  represent  community  groups,  fi- 
nancial institutions,  and  community  development  and  lending. 

The  fund  will  identify  and  help  potential  applicants  meet  the  as- 
sistance requirements  of  the  Act.  We  have  created  a  number  of  re- 
quirements that  have  to  be  met  to  obtain  help  from  the  fund  and 
to  set  out  criteria  for  the  fund  to  use  in  selecting  applicants.  And 
we've  specified  what  sorts  of  activities  can  be  supported  by  institu- 
tions making  use  of  the  money  from  the  fund,  such  as  creating  jobs, 
providing  affordable  housing,  and  creating  and  expanding  busi- 
nesses. 

The  Act  allows  the  fund  to  provide  a  wide  range  of  assistance  to 
qualified  CDFI's  in  the  form  of  equity  investments — loans,  deposits, 
membership  shares,  and  grants. 

The  fund  may  also  provide  technical  assistance  and  grants  for 
technical  assistance,  including  training.  Assistance  may  be  pro- 
vided to  qualified  organizations  to  expand  their  existing  activities 
or  it  may  be  used  to  lorm  new  institutions. 

Equity  investment  assistance  must  be  structured  so  that  the 
fund  does  not  control  the  assisted  institution  for  purposes  of  appli- 
cable laws.  Limits  are  placed  on  the  amount  of  assistance  that 
CDFI's  may  receive  from  the  fund  so  that  we  can  get  a  broader  dis- 
bursement. And  except  for  the  technical  assistance  and  certain  de- 
posits, matching  of  fund  monies  is  required. 
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In  addition,  the  fund  also  must  establish  an  information  clearing- 
house to  help  create,  develop,  and  expand  Community  Development 
Financial  Institutions.  And  the  fund  can  sponsor  the  creation  of 
private  profit  or  nonprofit  corporations  to  complement  the  fund's 
activity. 

Establishing  one  entity  dedicated  to  community  development  fi- 
nancing— our  community  development  fund — is  an  important  step 
toward  meeting  a  critical  need  in  distressed  communities. 

President  Chnton  and  this  administration  are  committed  to  com- 
munity development.  This  legislation  will  turn  that  commitment 
into  action  and  create  jobs,  restore  hope,  and  provide  a  better  way 
of  life  for  people  in  communities  who  want  a  piece  of  the  American 
dream. 

Mr.  Chairman,  Members  of  this  committee,  our  Nation  was  built 
on  free  markets  and  private  property  rights.  That  and  our  desire 
to  provide  a  better  life  for  Americans  is  what  has  made  us  the  eco- 
nomic power  that  we  are.  Unfortunately,  there  are  areas  of  our 
country  in  our  inner  cities,  on  Indian  reservations,  and  in  poor 
rural  areas,  which  have  been  unable  to  share  in  that  opportunity 
that  most  of  us  must  take  for  granted.  These  are  Americans  with 
drive,  with  ideas,  and  with  determination,  and  they  want  to  suc- 
ceed. 

Mr.  Chairman,  let  me  recount  an  experience  for  you.  My  family, 
on  my  father's  side,  came  from  Denmark.  I  was  over  visiting  Den- 
mark with  the  American  ambassador  to  Denmark.  And  he  said, 
"well.  Senator,  I  guess  you're  over  here  looking  at  your  ancestral 
castles." 

I  said,  "let  me  tell  you  something,  Mr.  Ambassador.  If  my  family 
had  had  castles,  we'd  have  never  left  this  place." 

[Laughter.] 

There  are  not  many  kings  and  queens  in  our  genes.  But  I'll  tell 
you  what  we  all  share.  We  share  genes  of  risk-takers,  people  who 
left  family,  a  language  they  understood,  for  a  better  chance  in  life 
for  themselves  and  their  children. 

The  one  thing  that's  missing  too  often  is  the  capital  to  be  able 
to  take  the  risk  to  have  a  chance  to  succeed.  That's  what  we  are 
seeking  to  do  in  the  community  development  banking  bill.  Thank 
you. 

The  Chairman.  Thank  you  very  much,  Mr.  Secretary. 

I  might  just  say  that  at  the  White  House  today,  for  those  of  us 
who  were  down  there,  there  were  three  individual  citizens  who  rep- 
resent those  people  who  have  been  trying  for  years  to  get  credit 
who  were  not  able  to  in  the  traditional  means.  And  through  institu- 
tions such  as  we're  talking  about  here,  were  able  to  get  the  credit. 

There  was  one  gentleman  from  North  Carolina,  an  African-Amer- 
ican man,  who  talked  about  a  dream  he  had  of  setting  up  a  sewing 
company.  Nobody  wanted  to  give  him  the  time  of  da}',  and  he  fi- 
nally was  able  to  get  a  loan  to  get  started  and  with  a  lot  of  sweat 
equity,  they  made  a  success  of  it.  They  now  have  $2  million  a  year 
in  sales.  They've  got  some  20  or  so  people  employed  on  a  regular 
basis  in  a  rural  area  that  is  a  poverty-stricken  area. 

But  the  American  dream  of  entrepreneurship  and  making  some- 
thing happen  was  so  alive  in  his  comments  as  he  stepped  up  there 
to  speak  before  the  President  today,  and  if  there  was  ever  an  affir- 
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mation  of  the  potential  of  our  economic  system  when  people  have 
a  chance  to  participate  in  it,  when  you  have  an  idea  and  you  can 
put  together  a  business  plan  and  you're  willing  to  work  hard  and 
you  can  get  that  start,  amazing  things  can  happen.  And  we  need 
that.  That's  the  renewal  of  our  country,  especially  for  those  that 
have  been  kept  out  for  so  long. 

Secretary  Espy,  we're  delighted  to  have  you  and  we'd  like  to  hear 
from  you  now. 

STATEMENT  OF  MIKE  ESPY,  SECRETARY,  DEPARTMENT  OF 
AGRICULTURE,  WASHINGTON,  DC 

Secretary  Espy.  Thank  you,  Mr.  Chairman.  To  you  and  to  the 
Members  of  this  distinguished  committee,  I'm  delighted  to  appear 
before  you  to  testify  on  this  community  banking  bill,  along  with  my 
Cabinet  and  administration  colleagues,  both  in  person  and  by 
means  of  satellite. 

I,  like  you,  Mr.  Chairman,  attended  the  press  conference  this 
morning  and  was  greatly  impressed  by  the  gentleman  from  North 
Carolina.  As  he  was  speaking,  I  said,  gosh,  you  knovy,  this  guy  is 
idea-rich  but  resource-poor.  And  that's  exactly  the  kind  of  oppor- 
tunity that  we're  tiying  to  provide  through  this  bill. 

Mr,  Chairman,  if  I  could,  I'd  just  ask  unanimous  consent  to  ex- 
tend my  complete  statement  for  the  record. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

Secretary  Espy.  I'll  try  not  to  read  it.  I'll  try  not  to  be  redundant. 
Many  points  have  been  excellently  made  here  this  afternoon.  And 
in  case  I'm  not  able  to  remain  to  answer  very  many  questions,  I 
would  like  to  ask  you,  sir,  to  allow  Undersecretary  for  Rural  Devel- 
opment, Bob  Nash,  who  is  in  the  room  today,  to  appear  to  answer 
any  questions  that  might  be  posed  to  us. 

The  Chairman.  Very  good. 

Secretary  Espy.  Mr.  Chairman,  as  Secretary  Bentsen  discussed, 
small  business  owners  and  entrepreneurs  cannot  find  affordable 
and  flexible  capital.  Now  while  we  might  debate  the  reasons  behind 
this  credit  shortage,  no  one  can  really  challenge  the  fact  that  in 
many  areas,  in  rural  America  as  well,  many  rural  businesses  suffer 
from  the  lack  of  economic  opportunity. 

In  rural  America,  Mr.  Chairman,  the  majority  of  jobs,  90  percent, 
are  in  the  small  business  category.  And  here  I  am  using  the  tradi- 
tional definition  propounded  by  the  SEA,  where  the  cap  is  below 
100  employees  and  $5  million  in  sales.  Ninety  percent  of  those 
businesses  exist  now  in  rural  America.  These  businesses,  Mr. 
Chairman,  are  hurting  from  lack  of  credit. 

So  the  legislation  that  we  are  discussing  today  takes  one  step  for- 
ward on  the  long  road  toward  providing  economic  opportunities  for 
rural  America  which,  in  my  opinion,  have  been  left  behind. 

The  purpose  of  the  community  development  legislation  is  to  help 
establish  Community  Development  Financial  Institutions  with 
strategies  to  target  development  needs  of  local  communities.  These 
CDFI's  will  create  jobs  in  distressed  areas  in  rural  America 
through  extended  credit  and  providing  technical  assistance  to  start- 
up efforts,  business  expansion,  and  employee-owned  companies — 
ESOP's,  This  is  very  important. 
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Community  Development  Financial  Institutions  such  as 
Southshore  Bank  in  Chicago,  it's  been  mentioned  here  frequently, 
have  existed  for  almost  20  years.  In  that  time,  we  have  seen  the 
CDFI's  act  in  concert  with  conventional  financial  organizations  and 
serve  a  part  of  the  market  that  regular  banks  have  not  and,  argu- 
ably, will  not,  serve  at  sufficient  levels. 

In  fact,  CDFI's  expand  the  market  for  traditional  lenders  by  pro- 
viding financial  support  to  borrowers  who  might  be  viewed  as  high- 
risk.  CDFI's  also  train  small  companies  in  compliance  with  loan  re- 
quirements and  help  these  companies  establish  a  credit  history  in 
order  to  eventually  use  conventional  lenders. 

We'd  like  to  encourage  the  creation  of  CDFI's  that  will  mimic 
successful  community  development  organizations  such  as  Self-Help 
Credit  Union  in  North  Carolina  and  Southern  Development  Bank 
Corporation  in  Arkansas.  Two  features  of  these  organizations  ap- 
pear beneficial  for  development  financial  institutions. 

First,  each  has  as  its  primary  mission  the  investment  in  and  de- 
velopment of  community  members  who  have  been  excluded  and 
disenfranchised  from  attaining  their  fair  share  of  the  American 
dream. 

Second,  each  of  these  structures  combine  and  ensure  a  depository 
institution  with  one  or  more  nonprofit  affiliates.  These  affiliates 
have  proven  to  be  very  effective,  Mr.  Chairman,  in  providing  cre- 
ative services  to  assist  community  development  goals.  The  type  of 
affiliates  depends  upon  the  needs  of  each  CDFI  and  may  include 
such  entities  as  venture  capital,  job  training  and  business  manage- 
ment consulting  groups,  community  development  and  microenter- 
prise  loan  funds,  minority  investment  subsidiaries,  and  other  non- 
profit corporations. 

The  affiliate  has  a  greater  degree  of  flexibility  to  adapt  to  the 
community  development  needs  than  does  the  regulated  depository 
institution. 

Southern  Development  Bank  Corporation,  for  example,  was  cre- 
ated as  a  comprehensive  bank-holding  company  to  promote  eco- 
nomic development  in  a  distressed,  32-county  rural  region  in  south- 
ern Arkansas.  In  addition  to  a  bank  subsidiary  and  a  real  estate 
development  subsidiary.  Southern  has  a  nonprofit  affiliate  which 
operates  several  loan  and  investment  funds  targeting  small  busi- 
ness and  a  technical  assistance  program  for  small  manufacturers. 

These  various  development  activities  are  used  to  reinforce  each 
other  in  a  way  so  as  to  literally  transform  the  market  dynamics  in 
the  community. 

With  its  affirmative  program  to  change  market  dynamics,  South- 
ern Bank  Corporation  now  creates  market  opportunities  which 
make  it  easier  for  traditional  banks  and  thrift  institutions  to  lend 
in  these  rural  areas. 

So  many  successful  community  development  groups  do  not  have 
the  affiliated  relationships  with  insured  depository  institutions  and 
that  is  exactly  our  intention — to  encourage  the  innovation  in  pro- 
viding development  services. 

There  are  thousands  of  community  development  corporations, 
community  development  loan  funds,  microloan  funds,  and  other  or- 
ganizations with  the  capacity  to  provide  crucial  funding  to  their 
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communities  if  provided  the  capital  assistance.  These  organizations 
will  receive  funding  under  the  CDFI  legislation. 

Mr.  Chairman,  we  know  that  we  have  a  problem  because  in  the 
1992  GAO  study  on  rural  credit,  it  made  several  points.  But  it 
clearly  stated  that  small,  new,  growth-oriented  businesses  in  rural 
America,  "rarely  have  access  to  conventional  financing  of  any  sort." 
So  we  have  a  problem. 

In  conclusion,  just  let  me  impose  upon  this  committee,  if  I  might 
to  talk  about  a  personal  experience. 

I  am  from  the  Mississippi  Delta.  I'm  proud  of  it,  but  I'm  not 
proud  of  the  fact  that  in  that  community  and  in  the  congressional 
district  I  had  the  pleasure  of  representing  for  6  long  years,  the  per- 
capita  income  still  exists  at  about  a  $9,000  or  $10,000  level.  That's 
a  shame.  And  so  I  know  the  importance  of  providing  capital  and 
seed  money  to  people  who  are  idea-rich,  but  resource-poor. 

When  I  came  into  the  Congress,  the  100th  Congress,  Mr.  Chair- 
man, I  was  the  House  author  of  a  bill  which  created  a  commission 
to  try  to  improve  the  quality  of  life  in  the  lower  Mississippi  River 
region.  And  we  did  create  that  bill.  Then-President  Reagan  signed 
that  bill  into  law  and  it  created  that  commission  which  selected  as 
its  chairman,  then-Grovernor  Bill  Clinton,  who  served  very  admira- 
bly for  a  short  period  of  time.  We  produced  a  report  to  come  up 
with  400  recommendations,  very  deliberate  recommendations  on 
how  to  improve  the  quality  of  life  across  a  range  of  subjects.  This 
certainly  was  one  of  them  included  in  that  particular  report. 

In  the  current  Congress,  where  I  served  for  about  14  or  15  davs, 
my  only  bill  that  I  had  a  chance  to  introduce  was  something  called 
the  Lower  Mississippi  Delta  Development  Financing  Corporation, 
which  would  have  created  a  fund  similar  to  this. 

Last,  as  a  so-called  new  Democrat,  this  bill  will  provide  impact 
on  an  area  which  has  been  little  talked  about  today,  and  that's  the 
issue  of  welfare  reform. 

I  do  believe  that  the  current  welfare  program  doesn't  work  be- 
cause it  focuses  more  so  on  consumption  ideas  rather  than  asset 
development  or  savings  ideas.  And  we're  trying  here  to  create  an 
opportunity  and  a  mechanism  for  people  to  climb  out  of  poverty 
and  develop  a  savings  fund  and  some  help  for  themselves  to  be- 
come more  self-sufficient. 

In  Canton,  MS,  a  city  in  the  district  I  used  to  represent,  there 
was  a  microenterprise  demonstration  project  that  I  visited  from 
time  to  time. 

There  was  a  young  lady,  Mr.  Chairman,  called  Robbie  Rabun. 
Robbie  Rabun  was  an  AFDC  mother  who  about  2  years  ago  re- 
ceived $441  a  month  AFDC  with  three  teenaged  sons.  She  didn't 
want  to  be  on  welfare,  so  she  got  involved  in  this  pilot  project.  She 
received  a  $5,000  microloan  fund,  technical  assistance  from  a  busi- 
ness professor  from  a  local  college,  and  some  help.  Ms.  Rabun  now 
is  off  of  AFDC.  She  is  a  business  owner  making  $1,800  a  month 
in  her  own  business.  This  is  exactly  the  kind  of  opportunity  we  are 
trying  to  provide. 

The  Chairman.  So  she  is  paying  taxes  now. 

Secretary  EsPY.  She's  paying  taxes  now. 

This  is  not  an  anomaly.  There  are  many,  many  Robbie  Rabuns 
all  over  just  crying  for  the  opportunity  to  take  advantage  of  this. 


24 

So  I  just  say,  in  conclusion,  that  the  default  rate,  it  has  been  sug- 
gested, is  very  low,  about  1  percent  now,  because  it  relies  also  on 
peer  pressure  and  on  a  cadre-type  of  philosophy. 

So  let  me  just  conclude  by  saying  that  this  is  something  that 
needs  to  pass.  We  would  certainly  solicit  your  support,  and  I  thank 
you  for  allowing  me  to  testify  today. 

The  CHAraMAN.  Well,  thank  you  both.  I  want  to  just  say.  Senator 
Bond  has  left.  He  commented  before  he  left  about  hopefully  having 
you,  at  some  point,  take  a  look  at  how  much  of  Missouri  is  under 
water. 

I  want  to  say,  I  don't  think  we've  had  an  agriculture  secretary 
in  the  time,  the  27  years  that  I've  served  here,  that  has  been  as 
active  and  out  in  the  country  as  you  have  been.  I  really  commend 
you  for  that.  You've  gone  where  the  problems  are,  quickly  and  ef- 
fectively, from  the  floods  now  to  where  we  had  a  problem  in  the 
food  supply  earlier  and  on  other  issues.  I  just  appreciate  so  much 
that  kind  of  active  leadership. 

I  told  Senator  Bond  that  knowing  you  as  I  do,  I  think  that  you 
may  very  well  find  a  way  to  get  out  there  and  take  a  look  at  that. 
I  don't  make  a  commitment  for  you  on  your  behalf  to  him,  but  just 
knowing  you  as  I  do,  I'll  be  surprised  if  that  doesn't  happen. 

Secretary  Espy.  Yes,  sir. 

The  Chairman.  Let  me  thank  you  as  well.  I  know  our  Cabinet 
officers  may  have  to  excuse  themselves  here  shortly. 

Comptroller  Ludwig,  we're  pleased  to  have  you.  You're  here  to 
talk  principally  about  the  changes  in  the  CRA  administrative  prac- 
tices, something  that  we've  talked  about  before,  to  try  to  accom- 
plish the  good  and  prevent  the  unintended  negative  consequences 
that  sometimes  arise.  So  we'd  be  pleased  to  hear  from  you  now. 

STATEMENT  OF  EUGENE  A.  LUDWIG,  COMPTROLLER  OF  THE 
CURRENCY,  WASHINGTON,  DC 

Mr.  Ludwig.  Thank  you,  Mr,  Chairman,  and  Members  of  the 
committee.  I  welcome  this  opportunity  to  appear  before  you  today 
to  discuss  the  administration's  initiative  to  improve  the  implemen- 
tation and  enforcement  of  the  Community  Reinvestment  Act.  I 
have  a  detailed  written  statement  that  discusses  the  President's 
initiative.  In  the  interest  of  time,  I  would  like  to  submit  that  state- 
ment for  the  record  and  will  briefly  summarize  its  most  important 
points. 

The  Chairman.  Without  objection. 

Mr.  Ludwig.  Earlier  today,  President  Clinton  announced  a  co- 
ordinated effort  to  create  Community  Development  Financial  Insti- 
tutions and  to  reform  the  Community  Reinvestment  Act  enforce- 
ment process,  two  goals  that  complement  each  other.  President 
Clinton's  statement  underscores  the  administration's  commitment 
to  making  sure  that  the  benefits  of  the  banking  system  extend  to 
all  segments  of  society.  The  President's  effort  on  CRA  must  be  es- 
pecially gratifying  to  you,  Mr.  Chairman,  and  to  Senator  Sarbanes, 
You  both  were  present  at  the  creation  of  the  CRA. 

Over  the  years,  you,  Mr.  Chairman,  and  other  Members  of  this 
committee  worked  tirelessly  to  strengthen  the  law  and  to  achieve 
the  purpose — many  would  say  noble  purpose — for  which  it  was  en- 
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acted.  You  stand  as  examples  of  perseverance  and  leadership  in 
this  area. 

Mr.  Chairman,  soon  after  I  was  named  Comptroller,  I  was  told 
of  three  CRA-related  situations  by  responsible  people  who  I  believe 
were  speaking  frankly.  These  situations  describe  why  CRA  reform 
is  so  urgently  needed.  The  first  was  the  story  of  a  small  community 
bank  where  senior  management  felt  compelled  to  hire  a  consultant 
to  help  it  comply  with  CRA,  at  a  cost  of  $55,000.  The  consultant's 
job  was  not  to  help  the  bank  best  serve  the  needs  of  the  commu- 
nity, but  to  create  a  paper  record  to  satisfy  examiners.  The  second 
story  concerns  a  bank  that  had  donated  a  significant  amount  of 
money  to  a  community  group  as  part  of  a  CRA  settlement.  Having 
received  the  donation,  the  community  group  stopped  protesting  the 
fact  that  the  bank  was  not  extending  credit  to  the  local  community 
or  otherwise  supporting  it.  Finally,  I  was  told  of  a  banker  who  ap- 
proached CRA  compliance  in  this  way.  Periodically,  the  banker 
lunched  at  the  Rotary  Club.  He  returns  to  his  office  and  composes 
a  memo  to  the  file:  "Had  lunch  with  community  leaders  to  discuss 
community  needs."  The  banker  also  meets  business  colleagues  peri- 
odicall)^  to  socialize  after  work.  The  next  morning,  he  puts  this 
memo  in  the  file:  "Met  with  very  important  community  leaders  to 
discuss  community  needs."  When  our  examiners  come,  the  banker 
shows  them  the  memos. 

Outcomes  like  these  reflect  neither  the  spirit  nor  the  letter  of  the 
law.  Why  do  we  have  outcomes  such  as  these? 

The  Community  Reinvestment  Act  has  not  been  administered 
well.  Its  goals  have  been  lost  in  a  regulatory  thicket.  We  need  to 
refocus  on  the  goals.  To  do  so,  we  need  to  do  a  better  administra- 
tive job  in  four  problem  areas: 

One,  the  standards  against  which  examiners  currently  judge 
CRA  performance  are  unclear  and  subjective,  resulting  in  inconsist- 
encies in  the  CRA  evaluations  made  by  different  examiners  and  by 
different  banking  agencies.  Good  performance  too  oflen  goes 
unrewarded,  while  instances  of  inadequate  service  to  low-  and  mod- 
erate-income neighborhoods  may  escape  the  notice  of  the  regulators 
entirely. 

Two,  the  banking  agencies'  reliance  on  the  corporate  application 
process  for  CRA  enforcement  has  led  to  other  inconsistencies.  In  ef- 
fect, the  CRA  has  fewer  teeth  for  banks  that  have  no  corporate  ap- 
plications pending  than  it  does  for  banks  that  are  seeking  approval 
for  mergers  and  acquisitions.  Although  this  inconsistency  is  an  ar- 
tifact of  the  statute,  it  reflects  to  a  great  degree  the  inadequacy  of 
the  rating  process.  As  a  result,  the  benefits  of  the  CRA  have  not 
been  evenly  distributed. 

Three,  tne  CRA  rating  system  has  focused  too  much  on  the  proc- 
ess banks  use  to  comply  with  the  law  and  not  enough  on  results. 
The  factors  currently  used  in  CRA  evaluations  concentrate  heavily 
on  documentation  even  when  those  efforts  result  in  few,  if  any, 
community  loans  and  investments.  Under  our  new  approach,  bank- 
ers will  no  longer  get  an  "A"  just  for  effort. 

Four,  CRA  enforcement  simply  needs  to  be  more  vigorous. 

Mr.  Chairman,  I'm  certain  that  most  bankers  want  to  play  by  the 
rules.  But  to  do  so,  they  need  to  know  what  is  expected  of  them. 
At  the  same  time,  community  advocates  want  performance,  not 
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process.  These  advocates  want  the  communities  they  work  so  hard 
for — and  so  hard  in — to  have  the  credit  and  other  services  nec- 
essary for  the  communities  to  grow  and  prosper. 

The  President's  initiative  announced  this  morning  begins  the 
process  of  addressing  these  issues. 

More  specifically,  m  a  letter  earlier  today,  the  President  charged 
the  bank  and  thrift  regulators  to  do  four  things: 

One — to  work  together,  in  consultation  with  the  banking  indus- 
try, the  thrift  industry,  congressional  leaders,  and  community 
groups  throughout  the  country,  to  reform  the  CRA  enforcement  sys- 
tem by  developing  new  regulations  and  procedures  that  replace 
process  and  uncertainty  with  greater  performance  and  objectivity. 

Two — to  complete  this  task  by  January  1,  1994. 

Three — to  develop  a  well-trained  corps  of  examiners  who  special- 
ize in  CRA  examinations. 

Four — to  promote  consistency  and  even-handedness,  improve 
public  CRA  performance  evaluations,  institute  more  effective  sanc- 
tions, and  develop  and  set  forth  more  objective,  performance-based 
CRA  assessment  standards  that  minimize  the  compliance  burden 
on  financial  institutions,  while  stimulating  improved  CRA  perform- 
ance. 

The  new  standards  are  to  focus  on  three  types  of  activities  in 
low-  and  moderate-income  areas  and  in  poor  rural  areas.  They  are 
to  focus  on  lending,  including  lending  to  small  businesses  and 
small  farms,  investments  in  these  communities,  and  provision  of 
banking  services  to  residents  of — and  businesses  in — these  commu- 
nities. 

I  want  to  emphasize,  Mr.  Chairman,  that  no  one  is  looking  at 
this  CRA  reform  initiative  as  a  give-away  program  or  a  hand-out 
or  a  cure-all  for  all  the  problems  of  distressed  communities.  Banks 
are  not  social  service  agencies.  The  Clinton  administration  does  not 
believe  it  is  the  banking  industry's  responsibility  to  solve  all  of 
America's  social  problems.  Rather,  this  effort  asks  banks  to  help 
meet  only  the  legitimate  credit  needs  of  their  communities,  particu- 
larly low-  and  moderate-income  areas,  and  poor  rural  areas.  Bor- 
rowers are  expected  to  repay  loans  extended  under  the  program 
and  banks  should  and  will  make  profits  from  these  loans.  Accord- 
ingly, in  no  way  will  it  negatively  affect  bank  safety  and  sound- 
ness. 

Mr.  Chairman,  the  CRA  was  conceived  in  the  spirit  of  "to  whom 
much  is  given,  much  is  expected."  When  he  opened  3  days  of  hear- 
ings on  the  CRA  in  1977,  former  committee  Chairman,  Senator 
Proxmire — the  primary  author  of  the  law — said  that  a  public  char- 
ter conveys  economic  benefits  and,  in  return  for  a  charter,  it  is  le- 
gitimate for  Government  to  require  that  a  public  purpose  be 
served.  The  President's  reform  initiative  on  CRA  will  result  in  the 
public  purpose  of  the  law  being  met  more  effectively  and  more  effi- 
ciently. 

In  consultation  with  the  banking  and  thrift  industries,  commu- 
nity groups,  and  the  other  bank  and  thrift  regulatory  agencies,  the 
OCC  will  work  vigorously  to  carry  out  the  President's  initiative  by 
year  end. 

The  spirit  of  this  reform  and  its  emphasis  on  a  cooperative  effort 
by  both  banks  and  community  groups  is  embodied,  I  believe,  in  a 
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program  developed  jointly  by  a  bank  and  a  community  group  in  the 
west.  This  particular  bank  decided  to  provide  a  local  community 
group  with  the  applications  and  related  information  of  potential 
borrowers  from  low-  and  moderate-income  neighborhoods — applica- 
tions that  the  bank  would  routinely  have  turned  down.  The  bank 
asked  the  community  group  which,  if  any,  of  these  applications  it 
should  accept.  When  the  community  group  made  a  recommendation 
to  accept  one  of  the  applications,  the  bank  in  almost  every  case  did 
just  that — ^it  accepted  the  application.  A  senior  bank  officer  told  me 
that,  after  nearly  2  years  of  working  with  this  program,  he  was 
convinced  the  loans  recommended  by  the  community  group  were 
good  loans.  They  are  earning  a  good  profit.  In  the  words  of  this 
banker,  the  bank's  new  program  not  only  has  been  good  for  the 
community,  it  has  been  good  business. 

In  closing,  Mr.  Chairman,  I  commit  to  you  and  the  other  Mem- 
bers of  this  committee  that  we  will  have  CRA  reform.  As  we  engage 
in  this  reform  effort,  I  ask  you,  Mr.  Chairman,  the  distinguished 
Ranking  Minority  Member,  Senator  D'Amato,  and  the  other  Mem- 
bers of  this  committee,  from  both  sides  of  the  aisle,  to  work  with 
us  in  this  effort. 

Thank  you,  and  I'd  be  happy  to  answer  any  questions  that  you 
or  the  other  Members  might  have. 

The  Chairman.  Thank  you  for  your  statement. 

I  want  to  indicate  that  we  expect  to  have  Secretary  Ron  Brown 
available  in  about  2  or  3  minutes  to  make  his  statement  via  sat- 
ellite from  Texas.  In  the  meantime,  before  he's  on  the  air,  I  won- 
der. Senator  Dodd,  if  you'd  like  to  make  an  initial  comment. 

OPENING  COMMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

Senator  DoDD.  Well,  just  let  me  comment  very  briefly  while 
you're  tuning  Secretary  Brown  in.  Don't  let  me  hold  things  up  if 
the  Secretary  is  waiting  to  come  on.  I  would  just  ask  unanimous 
consent  that  my  statement  be  included  in  the  record. 

The  Chairman.  Without  objection,  so  ordered. 

Senator  DoDD.  I  commend  the  administration.  I  wasn't  able  to 
get  down  to  the  White  House  this  morning  for  the  public  announce- 
ment on  this  community  development  effort.  But  I'm  particularly 
pleased  to  hear  some  of  the  recommendations  being  made  with  re- 
spect to  the  Community  Reinvestment  Act.  I  think  they'll  be  well 
received  as  we  try  to  move  forward  on  that,  and  on  the  community 
development  programs  as  well. 

Secretary  Bentsen  made  some  reference  to  another  issue,  which 
may  not  seem  at  first  to  relate  directly  to  CRA  and  community  de- 
velopment initiatives  issues,  but  I  think  it  does. 

I,  and  the  Chairman  knows  this,  have  introduced  interstate 
banking  legislation  going  back  several  Congresses.  I  happen  to  be- 
lieve verv  strongly  that  proposals  like  that  would  directly  contrib- 
ute to  solutions  of  some  of  those  community  development  problems. 
I  think  interstate  banking  would  provide  more  opportunities  for 
borrowers  and  for  businesses  by  generating  more  significant  com- 
petition. 

We're  overbanked  in  this  country,  with  14,000-plus  institutions. 
And  there's  been  tremendous  resistance  by  community  bankers  and 
others  to  interstate  banking.   But  frankly,  not  having  interstate 
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banking  poses  real  threats  to  this  country's  competitive  position  in 
financial  services, 

I  realize  it's  a  difficult  issue  and  there  are  people  who  are  strenu- 
ously opposed  to  the  idea.  But  at  some  point,  I  think  we've  got  to 
deal  with  interstate  banking  if  we're  going  to  be  successful  in  deal- 
ing with  some  of  our  community  development  problems. 

And  then  Senator  D'Amato  and  others  have  also  introduced  var- 
ious ideas  to  securitize  loans,  and  other  mechanisms  to  try  to  free 
up  needed  capital  for  business  investments. 

But  certainly,  I  think  the  ideas  being  presented  here  today  about 
community  development  make  sense.  I  think  what  needs  to  oe  kept 
in  mind  is  that  we're  trying  to  generate  private  investment,  wheth- 
er you're  talking  about  some  rural  community  or  suburban  commu- 
nity or  anywhere  else.  Clearly,  in  urban  areas,  the  ultimate  answer 
in  terms  of  urban  economic  revival  is  private  sector  investment. 
And  the  best  social  welfare  program  anybody  ever  came  up  with  is 
a  job. 

To  the  extent  that  we  keep  those  goals  in  mind,  that  that's  the 
purpose  of  all  of  this,  I  think  we'll  stay  on  track.  In  other  words, 
the  proposals  unveiled  today  are  not  ends  in  and  of  themselves; 
rather,  they're  designed  to  facilitate  the  flow  of  capital  and  to  ex- 
pand the  opportunities  that  people  have  been  denied  too  often  in 
many  areas  of  our  country. 

But  I  would  just  refer  again  to  the  proposals  that  Senator 
D'Amato  has  introduced,  and  others  that  have  been  introduced — 
and  the  Chairman  has  been  tremendously  helpful  on  those.  I'll 
make  a  pitch  for  interstate  banking  once  again  because  I  think  it's 
critically  important  that  that  idea  be  in  place  as  a  part  of  our  ef- 
forts to  make  capital  available  and  to  make  sure  that  people  have 
access  to  that  capital  and  not  be  denied  it  on  the  basis  of  race  or 
any  other  discriminatory  criteria. 

I  congratulate  you,  Mr.  Chairman,  to  be  able  to  get  this  many 
people  from  the  administration  to  testify  at  a  single  nearing.  They 
should  have  held  this  morning's  press  conference  here  because  the 
only  one  missing  is  the  President. 

[Laughter.] 

But  I  think  that's  an  indication  of  how  deeply  committed  the  ad- 
ministration is  to  these  issues.  At  most  hearings,  you're  lucky  to 
get  one  person  from  the  administration  to  show  up.  The  fact  that 
we  were  able  to  get  the  Secretary  of  Agriculture  and  the  Secretary 
of  the  Treasury  and  Comptroller  of  the  Currency  to  be  here,  and 
now  coming  on,  the  Secretary  of  Commerce — I  don't  know  of  a  bet- 
ter indication  of  the  administration's  commitment  to  try  to  get 
something  done  in  this  area  than  its  presence  here  in  numbers  and 
its  willingness  to  list  this  as  high  on  the  agenda  as  it  has. 

So  I  thank  you. 

The  Chairman.  Thank  you.  Senator  Dodd. 

Let  me  say  that  Secretary  of  Commerce  Brown  is  now  standing 
by  and  will  in  just  one  moment  come  on  our  screen  here  to  make 
his  presentation.  He's  being  beamed  in  from  Texas. 

His  leadership  in  terms  of  an  effort  to  get  additional  economic  lift 
into  our  system  and  to  bring  people  into  the  economic  mainstream 
who  have  had  a  difficult  time  getting  there  is  very  important.  So 
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it's  very  appropriate  that  we  hear  from  him  now.  Secretary  Brown, 
we'd  like  to  hear  from  you  now. 
Thank  you. 

VIA  SATELLITE:  STATEMENT  OF  RONALD  H.  BROWN, 
SECRETARY,  DEPARTMENT  OF  COMMERCE,  WASHINGTON,  DC 

Secretar>'  Brown.  Thank  you  very  much,  Chairman  Riegle,  and 
Members  of  the  committee. 

First,  let  me  thank  you  for  allowing  me  to  be  beamed  in  by  sat- 
ellite technology.  I  know  it's  unusual  and  I  appreciate  the  commit- 
tee's effort  to  allow  me  to  be  heard. 

I'm  obviously  delighted  to  lend  my  support  to  the  administra- 
tion's Community  Development  Banking  and  Financial  Institutions 
proposal.  The  proposal  addresses  a  critical  need  for  capital  in  many 
of  our  Nation's  communities  and  I  commend  the  committee  for  tak- 
ing up  this  most  important  and  timely  piece  of  legislation. 

Because  Secretary  Bentsen  has  already  testified  about  the  con- 
tours of  the  proposal,  I  want  to  focus  on  one  aspect  of  the  proposal, 
and  that  is  its  ability  to  generate  capital  for  financing  business  for- 
mation and  business  expansion  in  many  of  our  Nation's  neediest 
communities. 

The  most  important  factor  in  revitalizing  our  urban  and  rural 
communities  and  putting  people  back  to  work  is  the  adoption  of 
policies  that  increase  the  rate  of  business  formation  and  expansion 
within  these  communities.  Decades  of  job  flight  have  left  too  many 
people  unemployed  and  too  many  underemployed. 

If  we  can  expand  the  existing  businesses  and  encourage  new 
business  formation,  I  believe  that  jobs  can  be  created  and  commu- 
nities can  be  reborn.  To  do  that,  communities  need  capital.  Loans 
to  purchase  and  expand  businesses,  credit  for  industrial  mortgages, 
capital  to  modernize  plants  and  equipment,  financing  for  new  busi- 
nesses, and  working  capital  for  existing  businesses,  are  all  essen- 
tial to  the  economic  survival  and  vitality  of  businesses  in  these  dis- 
tressed areas. 

As  the  existing  community  development  banks  have  dem- 
onstrated, credit  can  make  the  difference.  It  can  make  the  dif- 
ference in  restoring  economic  life  to  community  after  community. 

When  commercial  credit  is  available  in  an  area  that  really  needs 
it,  the  results  are  real — factories  can  modernize,  new  industries  can 
move  in,  commercial  strips  can  thrive,  and  small  businesses  can  ex- 
pand and  create  jobs  for  people.  Areas  denied  credit,  on  the  other 
hand,  contain  empty  storefronts,  abandoned  warehouses  and  fac- 
tories, and  increasing  unemployment. 

When  it  comes  to  starting  a  business,  it  is  too  often  the  case  that 
it  takes  money  to  make  money.  In  the  past,  financing  was  often 
available  on  the  basis  of  reputation,  character,  and  relationships 
with  local  banks  and  local  bankers.  But  minorities  and  women 
were  too  often  locked  out  of  that  process. 

Today,  in  the  face  of  competitive  pressures  in  a  deregulated 
banking  industry  and  industry  consolidation,  large  banks  have 
really  begun  to  focus  only  on  prime  deals  and  large  companies. 

I  believe  we  need  to  fill  this  credit  gap.  Small  businesses  are  in- 
deed the  engine  of  economic  growth  and  job  formation.  Small  busi- 
nesses located  in  prosperous  communities  oflen  have  access  to  cred- 
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it.  In  fact,  a  recent  Woodstock  Institute  study  of  business  lending 
in  Chicago  found  that  two-thirds  of  all  commercial  loan  dollars 
went  to  businesses  located  in  the  more  prosperous  suburbs.  And 
the  commercial  loan  dollars  that  were  made  within  the  city  of  Chi- 
cago were  highly  concentrated  in  or  near  the  central  business  dis- 
trict. 

That  pattern  of  loan  activity  ignores  many  small  businesses.  The 
culture  at  many  mainstream  lending  institutions  has  not  been  con- 
ducive to  small  business  lending  in  low-  or  moderate-income  com- 
munities. Because  of  the  perception  that  small  business  lending  is 
substantially  more  risky  than  other  types  of  lending,  because  of 
that  perception,  many  institutions  are  reluctant  to  make  those 
types  of  loans  in  those  communities.  In  addition,  mainstream  lend- 
ers frequently  specialize  in  secured  and  asset-based  financing, 
while  most  small  businesses  have  neither  and,  as  a  result,  they  are 
not  adequately  served  by  existing  lenders. 

This  reluctance  to  lend  is  further  magnified  when  the  small  busi- 
ness is  located  in  a  low-  or  moderate-income  community,  or  when 
the  lender  is  located  out  of  the  small  businesses'  community.  As  a 
result,  small  businesses  located  in  these  communities,  while  risk- 
worthy,  remain  credit-poor. 

We  will  not  be  able  to  reverse  the  cycle  of  poverty  and  the  cycle 
of  urban  decay  unless  we  make  sure  that  capital  is  available  to  en- 
able residents  to  rekindle  economic  growth  in  their  neighborhoods. 

To  be  sure,  economic  revitalization  will  require  a  comprehensive 
approach  that  includes  a  trained  work  force,  adequate  infrastruc- 
ture, a  hospitable  business  environment,  and  access  to  technology. 
The  Clinton  administration  is  fully  aware  of  the  need  to  address 
all  of  these  issues. 

The  legislation  before  your  committee,  the  administration's  Com- 
munity Development  Banking  and  Financial  Institutions  proposal, 
is  absolutely  key  because  it  will  encourage  the  development  of  com- 
munity-based financial  institutions  and  will  provide  business  for- 
mation capital  that  is  so  desperately  needed. 

In  the  few  areas  in  which  they  now  exist,  community  develop- 
ment banks  and  corporations  and  credit  unions  and  other  loan 
funds  have  recognized  the  opportunity  which  community-based 
lending  provides.  They  have  made  a  commitment  to  make  funds 
available  to  distressed  areas  and  have  been  willing  to  work  with 
minorities  and  other  residents  who  have  too  often  been  frozen  out. 

The  administration's  proposal  will  serve  as  a  catalyst  to  estab- 
lishing more  of  these  institutions  by  providing  an  additional  source 
of  funds  that  can  really  be  used  to  leverage  over  funds  from  the 
private  sector.  I  am  genuinely  excited  about  this  initiative.  I  be- 
lieve it's  an  initiative  which  will  target  precious  Federal  resources 
to  places  that  have  the  biggest  impact  and  the  most  need. 

First,  it  will  revitalize  communities  by  assisting  institutions  that 
will  serve  a  target  population,  and  will  serve  an  investment  area, 
such  as  an  area  designated  as  an  empowerment  zone  or  an  enter- 
prise community.  Second,  it  will  provide  funding  to  institutions 
with  expertise  in  business  lending.  And  third,  and  maybe  most  im- 
portantly, it  will  do  much  more  than  that.  It  will  go  beyond  the  tra- 
ditional mechanisms  and  will  direct  funding  toward  measurable 
and  attainable  goals. 
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I  believe  that,  as  one  of  the  five  Federal  representatives  on  the 
board  that  would  oversee  the  operations  of  the  fund,  I  know  that 
I  look  forward  to  working  with  my  fellow  Cabinet  Members  and 
other  board  members  to  ensure  that  this  new  program  is  a  success. 
Over  time,  I  believe  that  it  will  have  a  significant  impact  on  eco- 
nomic growth  and  on  jobs  for  our  country.  It  will  have  that  kind 
of  impact  because  it  will  begin  meeting  the  credit  needs  of  too 
many  people  and  too  many  businesses  who  haven't  had  access  to 
credit. 

I  intend  to  be  an  active  board  member  and  I  will  work  to  ensure 
that  industry  is  a  partner,  a  true  partner.  I  will  encourage  a  joint 
venturing  among  technology  and  trade  companies,  the  newly 
formed  businesses,  assisted  by  the  CDFI. 

One  of  my  goals  is  to  ensure  that  a  trade  policy  and  a  technology 
policy  will  increase  jobs  and  increase  business  opportunities  in  dis- 
tressed urban  and  rural  communities.  Through  my  participation  on 
the  CDFI  board,  I  will  take  advantage  of  that  opportunity  to  really 
merge  trade  and  technology  policies  and  to  merge  urban  and  rural 
recovery  efforts. 

For  too  long  in  America,  we  have  really  thought  of  trade  policies 
on  one  road  and  technology  policy  on  another,  and  never  the  twain 
shall  meet.  I  think  we  have  to  cause  a  confluence  of  these  policies. 

I  hope  we'll  be  able  to  bring  the  resources  of  the  Commerce  De- 
partment together  to  ensure  that  these  financial  institutions  and 
their  customers  are  provided  state-of-the-art  management  and 
technical  assistance  through  such  arms  of  the  Commerce  Depart- 
ment as  the  Minority  Business  Development  Agency,  the  Economic 
Development  Administration,  the  National  Institute  for  Standards 
and  Technology,  and  the  International  Trade  Administration. 

MBDA,  as  you  know,  currently  funds  103  business  development 
centers  where  minority  entrepreneurs  can  go  for  assistance  and  can 
take  advantage  of  the  technical  expertise  which  we  have. 

And  as  we  move  to  other  areas  of  the  Commerce  Department 
that  can  also  plav  an  important  role,  like  EDA  and  NIST,  I  believe 
that  we  can  really  make  a  difference  by  pulling  all  these  together, 
making  them  all  available,  making  sure  that  those  interested  in 
international  trade  and  those  interested  in  technology,  and  those 
interested  in  economic  development  generally  can  really  be  brought 
together  in  a  way  that  brings  a  whole  set  of  technical  expertise  to 
the  people  of  our  country  who  have  been  underserved. 

I  look  forward,  Mr.  Chairman,  and  Members  of  the  committee,  to 
the  opportunity  to  work  with  you.  I  believe  this  is  terribly  impor- 
tant— ^indeed,  critical — legislation.  I  believe  it  fills  a  gap  that  has 
for  too  long  existed  in  America. 

And  I  very  much  appreciate  the  opportunity  to  appear  before  you 
today  by  satellite  and  look  forward  to  working  with  you  in  the 
months  ahead  on  this  very  important  proposal. 

Thank  you  very  much. 

The  Chairman.  Thank  you  very  much,  Secretary  Brown. 

I  just  want  to  say  before  you  sign  off,  how  much  I  appreciate 
your  coming  in  by  satellite  in  this  fashion.  I  think  this  may  be  one 
of  the  first  times  we've  tried  to  do  that  with  a  formal  Senate  com- 
mittee hearing. 
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It's  very  important,  I  think,  that  your  statement  be  together  here 
with  those  of  Secretary  Bentsen  and  Secretary  Espy,  who  have  spo- 
ken before  you,  and  Comptroller  Ludwig,  about  the  way  in  which 
the  administration,  in  all  of  its  aspects,  hopes  to  integrate  these 
initiatives  into  a  larger  economic  strategy,  a  strategy  that  reaches 
out  to  those  areas  of  the  economy  that  either  are  not  performing 
or  have  not  had  the  chance  to  perform,  to  give  those  areas  a  chance 
to  get  into  the  game,  to  really  use  this  wonderful  system  of  ours 
and  to  have  the  oxygen  of  credit  availability  and  the  financial  sup- 
port, where  there  is  a  financially  supportable  and  worthy  plan  for 
people  to  have  the  chance  to  earn  their  part  of  the  American 
dream. 

So  we  thank  you.  I  know  you  have  other  obligations  there  in 
Texas.  Unless  Senator  D'Amato  has  a  point  to  raise  with  you,  or 
Senator  Bennett,  or  Senator  Dodd,  I  think  we'll  thank  you  for  your 
participation.  We  look  forward  to  working  closely  with  you. 

Secretary  Brown.  Thank  you  so  much,  Senator  Riegle,  and  Mem- 
bers of  the  committee,  for  giving  me  this  unique  opportunity  to 
come  in  by  satellite  and  once  again,  I  look  forward  to  working  with 
you  to  make  this  legislative  proposal  a  reality.  I  think  it  can  really 
make  a  difference  in  the  lives  of  many  forgotten  people  and  many 
forgotten  communities. 

Thanks  so  much. 

The  Chairman.  Thank  you  very  much.  Have  a  safe  trip  back 
here,  too,  by  the  way. 

Secretary  Brown.  Thank  you. 

The  Chairman.  As  he  signs  off,  let  me  now  yield  to  you.  Senator 
D'Amato,  for  any  questions  that  you  have. 

We've  got  sitting  in  for  Secretary  Espy,  his  number-two  person. 
Bob  Nash.  We  welcome  you  to  the  committee  table.  And  of  course, 
Comptroller  Ludwig  is  here.  Frank  Newman,  who  is  the  Under  Sec- 
retary at  the  Treasury  Department,  is  here  on  behalf  of  Cabinet 
Secretary  Bentsen. 

Senator  D'Amato.  Mr.  Chairman,  let  me  make  an  observation,  if 
I  might.  And  I  thank  you  for  giving  me  this  opportunity. 

Number  one,  I  really  want  to  see  credit  get  into  those  areas  of 
our  country  that  are  underbanked  or  don't  have  sufficient  access  to 
credit.  I  know  that  there  are  areas  where  this  truly  is  the  case. 

However,  I  wonder  why  you  have,  arguably,  precluded  institu- 
tions that  have  been  chartered  by  the  States  for  this  purpose.  Spe- 
cifically, I'm  thinking  of  New  York  State.  New  York  State  chartered 
a  private  institution  back  in  1955  that  does  community  develop- 
ment lending,  and  has  a  great  deal  of  experience  in  this  type  of 
lending.  Why  would  you  exclude  such  an  institution  from  partici- 
pating in  this  program? 

I  don't  know  whether  that's  intentional  or  unintentional.  And 
why  would  you  preclude  many  CDC's  that  have  been  established 
from  participating — I  see  that  there's  one  in  Maryland,  for  exam- 
ple, that  has  made  about  $15  million  worth  of  loans  to  the  veiy 
groups  that  you're  talking  about — low-income  housing,  small  busi- 
nesses, and  minorities,  specifically  created  for  community  invest- 
ment. Why  would  you  want  to  cut  all  of  these  possible  links  into 
the  very  communities  that  we  wanted  to  serve? 
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Mr.  LUDWIG.  I  think  you  have  to  see  the  President's  proposal  as 
a  seamless  whole. 

Senator  D'Amato.  I  don't  understand  that. 

Mr.  LuDWiG.  If  you  look  at  the  CRA  proposal  and  the  CDFI  pro- 
posal as  a  whole,  you  find  that  banks  are  likely  to  get  some  CRA 
credit  for  investments  in  CDC's  or  investments  in  community  de- 
velopment banks.  The  CDFI  proposal  is  directed  toward  a  different 
situation.  Does  Chase  need  money  from  the  Federal  Government  to 
develop  a  community  development  corporation  or  a  community  de- 
velopment bank?  That's  not  where  Federal  Government  money  nec- 
essarily needs  to  go.  Where  it  needs  to  go  is  to  those  entrepreneurs 
who  are  full  of  ideas  but  lack  opportunity.  It  fulfills  a  niche,  ^vhere- 
as,  the  Community  Reinvestment  Act  is  structured  to  give  incen- 
tives to  banks  to  make  investments,  to  make  loans,  and  to  help 
support  communities  around  this  country  in  low-  and  moderate-in- 
come areas  and  poor  rural  areas. 

The  Chairman.  Mr.  Newman,  did  you  want  to  add  a  comment? 

Mr.  Newman.  Yes.  Thank  you,  Mr.  Chairman. 

Senator  D'Amato,  we  understand  that  we  share  some  of  these  ob- 
jectives about  making  credit  available  to  small  and  potentially 
growing  firms  to  a  great  degree. 

The  issue  about  the  State  and  local  organizations  themselves  is 
a  particularly  difficult  one.  And  what  we've  tried  to  do  here  is 
structure  an  opportunity  where  the  Federal  fund  could  have  match- 
ing grants  in  a  private-sector  institution  where  the  matching  g^ant 
may  come  from  a  State  or  local  institution,  but  the  ownership  of 
the  institution  itself  would  be  private  sector. 

In  other  words,  rather  than  having  a  Government-owned  bank  or 
a  Government-owned  financial  institution  in  the  community  actu- 
ally making  the  loans,  which  raises  a  whole  bunch  of  other  issues, 
we  had  envisioned  a  situation  where  it  would  be  a  private-sector 
institution,  but  if  the  matching  funds  were  to  come  from  a  State 
institution,  that  would  be  just  fine. 

Senator  D'Amato.  I  still  don't  understand  why  it  is  that  we 
would  want  to  preclude  an  institution  that  does  exactly  what  you 
want  it  to  do,  that's  up  and  running,  fi-om  being  able  to  access  cap- 
ital in  this  area. 

Forget  CRA  requirements.  Put  those  aside.  I  don't  understand  it. 

Last  year,  we  passed  section  853,  Community  Investment  Cor- 
poration Demonstration  Act.  Chairman  Riegle,  this  was  your  legis- 
lation. It  did  not  get  appropriated.  I  think  it  was  for  $25  million. 
And  the  eligible  organizations  meant  an  entity  that  is  organized  as 
a  depository  institution,  holding  company,  as  defined  in  section  3 
of  the  Federal  Deposit  Insurance  Act,  as  well  as  the  other  various 
not-for-profit  groups. 

So,  again — and  I  would  just  simply  suggest  that  I  think  you're 
going  to  be  a  heck  of  a  lot  more  effective  if  you  make  that  oppor- 
tunity available.  Having  said  that 

The  Chairman.  Would  you  yield,  if  you're  going  to  move  off  that 
point? 

Senator  D'Amato.  Yes. 

The  Chairman.  And  only  for  that  purpose. 

Senator  D'Amato.  Sure. 
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The  Chairman,  I'm  just  scanning  the  language  here.  But  my  pro- 
gram would  fund  only  a  commercial  institution  whose  primary  pur- 
pose is  community  lending. 

In  other  words,  in  the  draft  that  the  administration  has  sent  to 
us  today,  a  matching  grant  may  go  to  a  normal  financial  institution 
that  is  federally  insured,  as  long  as  its  primary  focus — and  there 
is  an  operable  phrase,  Mr.  Ludwig.  Can  you  help  me  with  that? 

Primary  mission,  I  guess  is  the  phrase. 

Mr.  Ludwig.  Primary  mission. 

The  Chairman.  If  its  primary  mission  is  to  do  community  lend- 
ing. Of  course,  that  issue  takes  on  a  different  view  if  you're  going 
to  talk  about  a  huge  banking  institution  in  the  country  that  has 
a  variety  of  different  purposes,  of  which  community  lending  is  only 
one  part,  and  may  be  a  very  tiny  part. 

Even  if  it's  set  up  a  special  subsidiary  to  do  it,  it  may  be  as  little 
as  1  or  2  percent  of  the  thrust  of  the  assets  of  the  bank  as  a  whole. 

Mr.  Ludwig.  I  think  that  is  well  said.  It's  worth  emphasizing 
that  nothing  is  precluded  under  the  Community  Development  Fi- 
nancial Institution  legislation.  The  question  is  who  gets  the  sub- 
sidy. Should  a  subsidiary  of  a  big  profitable  bank  get  a  Grovernment 
subsidy?  It  seems  to  me  that  Grovemment  money  really  ought  to  be 
used  in  other  ways. 

Senator  D'Amato.  Do  you  want  to  get  the  money  into  the  com- 
munity? 

Mr.  Ludwig.  Absolutely. 

Senator  D'Amato.  If  you  want  to  get  the  money  to  a  community, 
get  it  to  the  people  and  the  places  established  for  this.  Don't  pre- 
clude yourself  to  simply  five  institutions,  and  then  go  out  to  set  up 
a  whole  network  that's  going  to  take  years  to  establish.  You  only 
have  $380  million  to  work  with. 

I'm  going  to  support  this,  but  with  some  modifications  to  get 
some  money  to  the  people  that  need  it.  If  you  really  want  to  get 
them  the  money,  my  gosh,  don't  wait  to  set  up  all  these  institu- 
tions— if  a  community  group  comes  in,  has  a  good  plan,  fund  them. 

If  you  really  want  to  get  money  to  credit-starved,  inner-city 
neighborhoods,  to  poor  people  who've  got  ideas,  who  have  vision, 
who  have  the  ability  to  take  capital  and  invest  it  and  make  a  re- 
turn, by  gosh,  don't  just  simply  say,  "no,  we're  not  going  to  take 
credit  unions  that  already  have  a  program,  but  their  primary  mis- 
sion is  not  community  development." 

You  limit  yourself  by  imposing  this  "primary  mission"  require- 
ment. If  you  refuse  to  permit  subsidiaries  that  have  been  set  up  by 
major  banks  to  go  in  and  to  do  this  work,  you're  cutting  off  your 
nose  to  spite  your  face.  Why  don't  you  want  to  get  money  to  those 
people?  So  get  it  to  them  any  way  you  can. 

The  idea  isn't  just  to  establish  local  development  corporations.  I 
think  it's  to  get  money  to  people  who  don't  have  capital. 

Now,  that  Drings  me  to  another  point — CRA.  CRA  isn't  working. 
Is  that  a  fair  statement? 

Mr.  Ludwig.  That's  fair.  It's  not  working  as  well  as  it  ought  to. 

Senator  D'Amato.  OK.  Right.  And  I  appreciate  your  candor.  If 
it's  not  working,  why  don't  we  take  a  look  at  the  alternatives  in 
terms  of  opening  up  the  spigot?  I'm  not  saving  do  away  with  the 
goal.  The  goal  is  to  get  money  into  deprived  communities,  into  the 
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cities,  into  the  areas  which  these  institutions  serve,  and  to  see  to 
it  that  thev  invest  part  of  that  money  back  into  the  community. 
Isn't  that  tne  goal? 

Mr.  LUDWIG.  Absolutely. 

Senator  D'Amato.  OK  If  that's  the  goal,  why  not  permit  an  insti- 
tution to  put  in  capital,  the  very  same  institutions  that  we're  talk- 
ing about  establishing  here,  to  meet  part  of  their  requirements? 

Why?  Why  should  they  have  to  set  up  a  whole  separate  system 
if  you  want  to  get  the  money  out  to  them? 

Now,  I've  got  pride  of  authorship.  We've  introduced  legislation 
that  says,  if  an  institution  puts  up  to  five  percent  of  its  capital  in — 
and  by  the  way,  what  are  we  talking  about  nationwide?  If  everv 
institution  were  to  do  it — a  potential  $12  billion  in  capital,  which 
is  leveraged  into  over  $100  billion  worth  of  loans  that  would  be 
made  available.  That  is  the  potential  there. 

Why  shouldn't  we  examine  ways  to  encourage  banking  institu- 
tions to  really  be  effective  on  their  own  in  accomplishing  CRA 
goals,  where  you  may  have  institutions  specifically  with  the  goal  to 
get  money  into  distressed  communities  and  underbanked  areas,  by 
letting  them  invest  in  community  development  institutions?  Let 
them  invest  in  these  special  institutions  that  today,  we're  trying  to 
give  additional  life  to,  or  bring  into  being. 

People  say,  "oh,  you're  trying  to  duck  out  on  your  CRA  obliga- 
tion." 

If  you  took  all  the  institutions  together,  they  don't  put  1  percent 
of  their  net  capital  into  meeting  the  goals  of  CRA.  You  don't  even 
get  one-half  of  1  percent. 

Now  I'm  suggesting  that  if  you  can  multiply  that  investment  10, 
20  times  over,  why  would  you  care  how  the  bank  meets  its  obliga- 
tion, as  long  as  you're  getting  the  money  to  the  people?  Gret  the 
money,  get  credit  to  the  community. 

And  I  hear  this,  "oh,  XYZ  bank  would  then  duck  out  on  its  com- 
munity reinvestment  responsibility."  Why?  If  it  finds  a  better  way 
to  get  that  money  to  a  community  by  using  the  XYZ  Corporation, 
why  shouldn't  Chase  be  able  to  put  its  money  there?  And  if  that 
money  really  gets  in  and  meets  the  purposes  and  goals  of  CRA, 
what  do  you  care  if  Chase  has  its  name  to  it  or  not? 

Mr.  LuDWiG.  As  always,  I  have  a  great  deal  of  respect  for  your 
inventiveness  and  your  focus  on  the  problem.  Senator.  The  ability 
to  invest  in  community  development  corporations  and  banks  is  a 
very  fair  and  correct  focus.  And  I  agree  with  you.  I  think  banks 
ought  to  be  able  to  invest  in  these  entities  and  get  credit  for  it. 

Senator  D'Amato.  OK 

Mr.  LuDWiG.  We're  totally  on  the  same  page  there. 

Senator  D'Amato.  Good. 

Mr.  LUDWiG.  The  question  is  whether  or  not  that  investment 
ought  to  supplant  the  Community  Development  Financial  Institu- 
tion initiative  or  other  efforts  under  CRA.  The  President  is  not 
looking  for  a  substitution  of  investment,  but  a  net  increase  in  the 
availability  of  funds. 

If  you  look  at  the  direction  the  President  is  going  with  perform- 
ance, not  paperwork,  looking  at  objectivity,  we  expect  to  see  more 
investments.  We  expect  to  see  more  loans,  which  means  a  net  gain 
for  the  community.  We  also  are  looking  to  see  an  increase  in  effort 
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in  the  low-  and  moderate-income  areas  and  poor  rural  areas 
through  the  CDFI  initiative,  a  net  increase. 

I  agree  with  your  statement  that  banks  ought  to  be  given  credit. 
But  I  don't  think  that  they  ought  to  be  given  total  credit.  It's  up 
to  this  process  to  determine  how  much  credit. 

Senator  D'Amato.  Well,  I'm  hoping  that  we  can  work  in  this 
area — I'm  interested  in  getting  credit  to  those  people  who  are  de- 
nied because  there  are  not  sufficient  facilities,  because,  yes,  as 
some  of  the  reports  have  indicated,  there  has  been  a  bias  against 
minority  communities  in  terms  of  lending  practices. 

I'm  looking  forward  to  working  with  you  on  that.  And  I  hope  Sen- 
ator Riegle  and  I,  we've  worked  together  in  a  bipartisan  fashion, 
as  has  this  committee,  can  work  to  accomplish  these  goals. 

I  think  that  we  can  meet  the  objectives  of  CRA  by  a  number  of 
alternatives — this  is  not  an  attempt  to  revoke  the  intents  and  pur- 
poses of  CRA  I'm  looking  at  ways  to  fulfill  those  commitments,  to 
see  that  we  make  them  a  reality. 

We  look  forward  to  working  with  you.  I  hope  that  we  can  look 
at  language  that  would  give  additional  opportunity  to  more  institu- 
tions to  help  meet  the  goals  of  making  credit  available  to  the  cred- 
it-starved areas  and  to  the  minority  communities,  particularly,  and 
to  the  rural  communities  and  to  our  inner  cities,  that  suffer  a  loss 
of  credit.  And  when  we  suffer  a  loss  of  credit,  you  can't  say  we're 
a  capital  system  where  everybody  can  go  out  and  do  it  and  compete 
on  his  own  if  he  really  doesn't  have  the  opportunities  to  compete. 

So  we're  coming  from  the  same — I  think  our  goal  is  the  same. 
There  are  some  differences.  There  really  are. 

I  would  have  to  say,  if  this  plan  had  asked  for  more  monies,  I 
think  we'd  have  a  difficult  time.  But  I  think  it  is  a  very  modest  ap- 
proach, a  very  modest  beginning,  and  I  don't  think  it's  going  to 
meet  the  neeas.  It's  an  attempt,  and  it  may  be  an  educational  op- 
portunity to  get  people  involved  in  this  area.  I  look  at  it  more  as 
that.  But  I  certainly  think  we've  got  to  find  better  ways  to  get  cap- 
ital to  these  communities. 

Last,  but  not  least,  is  the  issue  of  small  business  loan 
securitization.  Mr.  Newman,  my  good  friend  from  Treasury,  I  look 
forward  to  working  with  you  in  making  that  a  reality. 

You  want  to  get  money  to  small  business  communities  through- 
out this  whole  Nation,  whether  they  are  prosperous  or  not.  If  the 
successful  small  business  guy  can't  get  money,  you're  never  going 
to  have  a  person  who's  looking  to  start  up  getting  loans.  Let's  not 
kid  ourselves. 

The  key  is  to  see  to  it  that  creditworthy  people  who  are  being  de- 
nied loans  get  them.  And  I  think  securitization  is  a  way  that  may 
open  that  up. 

I  thank  you  for  the  help  that  you've  given  us  to  date.  I  look  for- 
ward to  continuing  to  work  with  you.  And  I  want  to  thank  the 
Chairman  and  the  staffs,  because  the  staffs  have  been  working  on 
this  problem.  Now  if  we  can  get  the  Federal  Reserve  off  the  dime, 
who  knows?  Maybe  we  can  get  some  legislation  and  get  some  real 
capital,  get  the  capital  markets  functioning  once  again. 

The  Chairman.  What  we  may  be  able  to  do  is  to  hook  these  to- 
gether. We  may  be  able  to  move  them  at  the  same  time. 
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Every  time  we  take  a  bill  out  of  here  and  take  it  to  the  floor,  it 
takes  a  certain  amount  of  time.  We've  got  health  care  reform  com- 
ing down  the  track  and  we've  got  trade  issues  that  are  out  there 
and  we've  still  got  the  deficit  reduction  package  to  finish. 

It  may  well  be  that  this  creates  an  incentive  for  us  to  do  some 
packaging  here  and  maybe  get  the  securitization  bill  finished,  if  we 
can,  which  relates  to  this.  It  has  the  same  general  purpose. 

Senator  D'Amato.  There  is  broad,  bipartisan  support  for  that  leg- 
islation. 

The  Chairman.  We  could  put  that  together  with  the  package 
that  we  develop  here  on  community  development  banks.  We're 
going  to  handle  the  CRA  thing  administratively.  And  we  could  have 
something  that  could  be  a  one,  two  punch  in  terms  of  credit  avail- 
ability. 

Let  me  ask  you  this,  Mr.  Ludwig,  and  Mr.  Newman,  if  you've  got 
an  opinion  on  this,  I'd  like  to  hear  it,  too.  And  that  is,  in  enforcing 
CRA,  there  are  all  kinds  of  lending  institutions  in  different  cir- 
cumstances. 

But  is  there  a  range  of  percentage  investment  or  percentage  of 
assets  that  the  regulators  think  of  as  being  within  the  appropriate 
range  to  be  reinvested  in  the  community  in  which  an  institution  is 
located?  Is  there  a  general  benchmark  that  the  regulators  use  in 
thinking  about  what  constitutes  an  appropriate  degree  of  commu- 
nity investment?  How  close  can  you  get  to  a  meaningful  answer  to 
that  question  here? 

Mr.  Ludwig.  I  honestly  don't  think  that  we're  close  to  that,  for 
several  reasons.  That  isn't  to  say  that  I  don't  think  that  we're  going 
to  get  a  lot  of  pop  here.  I  think  we're  going  to  get  a  significant  in- 
crease in  investment  as  a  result  of  these  changes. 

The  Chairman.  Right. 

Mr.  Ludwig.  Let  me  explain  why.  Right  now,  you  look  at  our 
manual  and  there  are  pages  upon  pages  of  documentation  require- 
ments for  CRA. 

The  Chairman.  Right. 

Mr.  Ludwig.  You  can  move  a  long  way  toward  objectivity  just  by 
eliminating  some  of  those  pages. 

The  Chairman.  Yes,  and  I  agree  with  that.  In  fact,  I  took  the 
staff  one  day  and  we  went  to  a  bank  in  my  hometown  of  Flint.  We 
went  through  the  bank,  work  station  by  work  station,  and  we  sat 
down  with  the  group  that  meets  very  frequently  on  community  re- 
investment requirements.  There  was  a  very  large  number  of  people 
around  the  table  and  a  lot  of  effort  was  going  into  trying  to  meet 
standards  which  they  found  to  be  ambiguous,  at  best.  So,  we  had 
a  chance  to  see  with  our  own  eyes  the  difficulty  that  they  were  fac- 
ing. 

But  I'm  trying  to  judge  the  percentage  that  Senator  D'Amato  has 
picked  in  his  bill,  that  if  a  bank,  for  example,  invested  5  percent 
of  its  core  capital  in  community  reinvestment,  or  put  5  percent  in 
this  other  channel  for  lending,  that  it  would  satisfy  the  CRA. 

I  can  see  cases  in  which  a  bank  ought  to  have  50  percent  of  its 
assets  in  community  reinvestment.  I  would  guess  there  are  prob- 
ably some  smaller  banks  in  some  smaller  communities  where  as 
much  as  80  or  90  percent  of  their  investment  is  community-related, 
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going  back  into  the  local  community — the  car  dealer,  student  loans, 
whatever  it  might  happen  to  be. 

It  seems  to  me  that  even  for  a  bank  as  big  as  Citicorp  or  Chase 
Manhattan,  I  don't  know  that  5  percent  is  a  sufficient  standard, 
I'm  not  taking  issue  with  that,  but  just  thinking  about  it.  Those  in- 
stitutions are  carrying  out  a  public  purpose  under  a  public  charter 
with  Federal  deposit  insurance. 

I'm  not  sure  what  the  right  percentage  is,  and  that's  why  I  ask 
you  if  you  can  suggest  a  range.  But  5  percent  of  core  capital  seems 
low  to  me.  My  guess  would  be,  out  in  Utah  or  in  Michigan,  the 
principal  lending  activity  is  to  institutions  within  the  bank's  mar- 
ket area,  within  their  geographic  area.  So  when  I  hear  5  percent, 
that  sounds  to  me  like  a  pretty  narrow  oxygen  pipe.  Can  you  please 
react  to  that? 

Mr,  LuDWiG.  I  think  you're  precisely  right.  Managing  toward  a 
number  tends  to  have  a  lowest  common  denominator  effect.  We've 
got  a  very  g^eat  and  diverse  country  and,  as  you  say,  there  are 
areas  where  an  institution,  to  really  serve  the  needs  of  its  commu- 
nity, is  going  to  have  a  very  high  percentage,  conceivably,  of  its  as- 
sets, not  just  its  capital,  in  low-  and  moderate-income  neighbor- 
hoods and  poor  rural  areas,  and  is  making  money  out  of  it. 

That's  what  is  so  wonderful  about  the  example  of  the  bank  that 
gives  applications  they  would  have  normally  turned  down  to  the 
community  group  and  finds  that  when  they  go  ahead  and  make  the 
loans,  they  make  a  lot  of  money  because  there  are  needs  to  be 
filled. 

Managing  toward  a  number  is  the  worst  of  all  possible  worlds. 
Nobody  wants  banks  to  have  to  meet  that  number  and  lose  money. 
Moreover,  that  number  seems  to  be,  in  a  lot  of  situations,  quite 
low. 

Senator  D'Amato.  Mr.  Chairman,  would  you  yield  for  an  observa- 
tion? 

The  Chairman.  Sure. 

Senator  D'Amato.  Just  on  that  point.  The  reason  we  said  up  to 
5  percent,  and  we  didn't  say  5,  but  up  to  5,  is  because  that  is  the 
law.  As  it  is  written,  you  cannot  put  more  than  5  percent  capital 
into  a  corporation.  And  with  the  exceptions,  you  may  be  permitted 
to  put  up  to  10  if  you  get  an  exemption. 

Mr.  LuDWiG.  Yes. 

Senator  D'Amato.  So  that's  why  we  took  that.  I  would  also  sug- 
gest, and  it  might  be  worth  it,  we  could  ask  the  Comptroller  to  look 
at  it,  to  ascertain  how  much  money  is  being  put  specifically  into 
community  development,  into  this  reinvestment. 

I  don't  know  what  Citicorp  puts  in,  or  what  Chase  puts  in.  But 
it  might  be  worthwhile  to  take  a  look. 

But  the  reason  we  said,  if  they  meet  this,  it  meets  their  require- 
ment, is  because,  under  the  law,  you're  precluded  from  investing 
more  than  5  percent  in  the  corporation. 

Mr.  LuDWiG.  I  understand  that,  but  you're  just  talking  about  in- 
vestments and  CRA  is  talking  about  more  than  investments. 

Senator  D'Amato.  Sure. 

Mr.  LuDWiG.  It's  talking  about  credit  needs.  So  that's  a  higher 
number. 
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Senator  D'Amato.  But  I  think  the  Chairman  touched  on  some- 
thing that  is  important.  Maybe  we  should  have  a  study  to  take  a 
look  at  this. 

Mr.  LUDWIG.  Our  CRA  effort,  in  pointing  toward  objectivity  and 
numbers  and  looking  at  what  people  are  doing  as  opposed  to  what 
they're  saying,  is  going  to  bring  out  those  numbers.  I  don't  think 
you  want  to  set  a  numerical  threshold  now  because  we  don't  know 
what  the  comparative  numbers  are. 

Senator  D'Amato.  Yes. 

Mr.  LUDWiG.  Some  banks  have  a  large  number  of  programs. 
Some  banks  on  the  west  coast  have  billions  of  dollars  that  they 
have  committed  to  CRA.  Other  banks  have  less.  We  don't  know 
how  to  compare  those  numbers  yet  because  nobody's  ever  measured 
it. 

Senator  D'Amato.  When  do  you  think  that  study  would  be  com- 
pleted? 

Mr.  LuDWiG.  We  have  to  complete  the  President's  mission  by 
January  1,  1994,  and  come  up  with  a  system  that's  based  on  objec- 
tivity. How  much  longer  after  that — the  numbers  come  in  and  we 
begin  to  figure  out  what  banks  are  doing — I  don't  know.  But  it 
wouldn't  surprise  me,  given  lags,  that  we  are  looking  at  another 
year  before  we  have  data  that  we  can  look  at  and  rely  on. 

The  Chairman.  You  see,  one  thing  I  would  not  want  to  see  hap- 
pen— and  I'm  going  to  yield  to  Senator  Bennett,  who  has  been  very 
patient — I  would  not  want  to  have  a  situation  where  a  major  bank 
in  this  country,  not  necessarily  a  money-center  bank,  but  one  of  the 
big  banking  institutions,  has  20  percent  of  its  lending  that  would 
meet  a  reasonable  test  of  community  reinvestment  or  even  10  per- 
cent, 15  percent,  some  number  higher  than  5. 

I  would  not  want  to  create  a  situation  where  that  bank  would 
put  in  5  percent  to  finance  a  third-party  to  make  community  in- 
vestment loans.  This  would  satisfy  the  bank's  CRA  requirements 
but  we  would  actually  see  them  decrease  the  percentage  of  commu- 
nity loans  that  they're  making. 

Mr.  LuDWiG.  Absolutely. 

The  Chairman.  I  know  Senator  D'Amato  doesn't  want  to  see 
that.  I  don't  want  to  see  that.  So,  we  need  to  figure  out  a  way  in 
which  we  set  up  a  channel  to  get  more  capital  out  there.  I  think 
Senator  D'Amato  makes  a  very  good  point  about  this  not  being  a 
highly  expensive  program.  There  is  only  $382  million  over  4  years 
and  all  of  it  has  to  be  matched  dollar  for  dollar  by  money  from 
other  sources.  There  will  be  an  intense  competition  for  that  money, 
because  there  are  a  number  of  these  institutions  out  there  now, 
like  the  Southshore  Bank. 

So,  only  the  very  best  ones  are  going  to  be  financed  before  the 
money  is  gone.  You're  going  to  have  a  very  high,  I  think,  qualifica- 
tion standard  to  have  to  meet  in  order  to  get  assistance, 

I  wish  we  had  more  money  to  invest  in  this  area  because  I  think 
we'll  get  it  all  back.  If  you  can  finance  activity  out  there  at  the 
grassroots  level  that  otherwise  would  not  occur,  and  that  turns  out 
to  be  sound  lending,  just  the  economic  reward  from  that  through 
the  natural  free  enterprise  system  will  bring  this  money  back  sev- 
eral times  over.  And  we've  got  some  very  successful  entrepreneurs 
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on  this  committee  who  have  done  that  in  their  own  private  life  be- 
fore coming  here,  one  of  whom  I'll  yield  to  now. 
Senator  Bennett. 

OPENING  STATEMENT  OF  SENATOR  ROBERT  F.  BENNETT 

Senator  Bennett.  Thank  you,  Mr.  Chairman.  This  has  been  a 
very  instructive  session  for  me.  That's  why  I  sit  through  these,  be- 
cause I  learn  from  them. 

I  don't  have  that  much  to  add,  but  I  will  add  some  of  my  favorite 
themes  because  I  think  we  perhaps  ought  to  focus  on  some  of  these. 

First,  Mr.  Ludwig,  may  I  simply  say,  hooray,  to  what  you  have 
to  say  about  reforming  CRA.  And  one  of  my  basic  themes  which  I 
intend  to  develop  a  little  more  as  time  goes  on  you've  referred  to. 

It's  a  basic  principle  in  business  that  what  you  measure  controls 
what  you  do.  If  vou  measure  a  salesman  by  the  number  of  hours 
he  spends,  he  will  spend  a  lot  of  time.  If  you  measure  him  and  pay 
him  by  the  number  of  sales  he  makes,  he  will  be  less  concerned 
about  spending  the  time  and  more  concerned  about  closing  the  sale. 
If  you  pay  someone  by  the  piece,  inevitably,  their  productivity  goes 
up.  We've  proven  that. 

What  I  heard  from  you  as  you  described  the  problems  in  CRA  is 
that  we  are  measuring  the  wrong  things.  If  you  can  measure  out- 
comes rather  than  inputs  and  reward  or  punish  on  the  basis  of  out- 
comes rather  than  inputs,  you'll  solve  your  problem.  And  I  don't 
think  it's  any  more  complicated  than  that. 

Now,  the  second  theme,  which  is  completely  gratuitous,  but  I 
can't  resist.  We've  had  an  enormous  amount  of  conversation  and 
exhortation  here  today  about  the  need  for  capital  on  the  part  of 
small  business,  all  of  which  I  agree  with.  But  I  would  refer  those 
who  are  interested  to  the  statement  I  made  on  the  floor  yesterday, 
that  this  President  has  proposed  a  tax  program  to  take  capital 
away  from  small  business,  in  unprecedented  amounts,  bv  virtually 
destroying  the  S  Corporation  election  for  any  business  that  is  suc- 
cessful. I  tell  you  from  my  own  experience  that  while  it  is  nice  to 
borrow  money,  your  business  is  on  a  sound  basis  when  it  grows  be- 
cause of  internally  generated  capital.  A  tax  program  that  punishes 
those  that  are  successful  in  internally  generating  capital,  the  way 
the  President's  current  tax  program  does,  I  think  needs  to  be  on 
the  table  when  we're  talking  about  capital. 

I've  got  all  the  details  in  my  floor  speech  and  I  won't  try  to  re- 
peat it  nere. 

Now,  in  the  overall  circumstance,  the  observation  I'd  like  to 
make  with  you  is  the  one  that  I  made  when  the  Southshore  Bank 
was  first  brought  up,  when  we  had  the  president  of  the  Southshore 
Bank  here  before  this  committee. 

The  Southshore  Bank  is  a  success,  not  because  somebody  put 
some  money  into  it  and  then  they  had  the  courage  to  go  out  and 
make  loans  in  these  depressed  areas.  The  Southshore  Bank  is  a 
success  because  it  was  a  well-managed  enterprise  that  identified  an 
appropriate  market  niche  and  then  exploited  that  niche  intel- 
ligently. 

And  as  I  said  to  the  president  of  the  Southshore  Bank  when  he 
was  talking  about  this,  if  I  were  allowed  under  the  Senate  Ethics 
Committee,  I'd  be  delighted  to  put  money  into  your  organization  as 
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long  as  you  continued  to  be  the  manager  of  it.  Every  investment 
is  really  an  investment  in  management  skill.  The  concern  I  have 
with  this,  Mr.  Chairman,  is  the  same  concern  I  suggested  before. 

It  strikes  me  as  a  little  naive  to  take  a  successful  enterprise  that 
has  been  put  together  by  a  talented  management  team  that  has 
been  able  to  identify  a  market  niche  and  exploit  it,  and  then  say, 
we  ought  to  have  tnese  all  over  the  country.  So  let  us  decree  by 
Federal  fiat  that  we  will  have  these  all  over  the  country.  And  to 
make  sure  it  happens,  let's  put  some  Federal  money  here,  there, 
and  everywhere. 

Now,  I'm  delighted  that  this  bill  will  require  the  potential  imi- 
tators of  the  Southshore  Bank  to  raise  money  on  their  own  before 
they  come  in,  so  they  have  some  of  their  own  money  at  risk.  But 
I  would  cite  the  example  of  the  Woman's  Bank  of  Los  Angeles, 
where  people  raised  some  money  and  got  very  excited  about  the 
concept  of  making  loans  available  to  women  in  business.  In  their 
purity  of  purpose,  only  women  could  work  at  the  bank  and  only 
women  could  get  loans.  And  they  were  able  to  raise  enough  money 
on  that  ideology  to  open  a  bank. 

It  failed.  And  in  its  dying  days,  when  they  were  trying  to  resur- 
rect it,  heaven  help  us,  they  went  out  and  hired  a  man  who  knew 
something  about  running  a  bank,  in  an  effort  to  try  to  get  it  to  sur- 
vive. 

I  would  hope  we  are  not  setting  up  a  circumstance  where  people 
get  together  in  community  enthusiasm,  scrape  together  a  few  hard- 
earned  dollars,  and  say,  the  Feds  are  going  to  match  this  and  we 
are  going  to  magically  recreate  the  Southshore  Bank  in  the  middle 
of  our  ghetto,  and  then  lose  every  dime  that  they've  been  able  to 
scrape  together  because  they  haven't  gone  out  and  found  them- 
selves the  management  that  can  make  this  thing  work.  That's  my 
concern. 

As  I've  sat  here  and  listened  to  this,  I've  heard  a  tremendous 
amount  of  testimony  about  how  big  the  need  is.  That  point  has 
been  definitely  and  overwhelmingly  made. 

I've  heard  a  tremendous  amount  of  rhetoric  about  how  successful 
Southshore  is.  And  that  point  has  been  definitely  made. 

What  I  haven't  heard,  and  if  I  were  an  investor  sitting  here  con- 
trolling my  own  money,  would  ask  for,  is  a  demonstration  of  the 
connection  between  the  success  of  Southshore  and  the  need  that  is 
there  in  terms  of  what  this  program  specifically  will  do. 

And  as  questioning  has  gone  in  that  direction,  we  have  had  an- 
other outpouring  of  now  great  the  need  is,  or  another  outpouring 
of  how  successful  the  banks  that  have  already  done  it  are,  and  the 
gap  still  is  there  for  me,  mentally,  between  the  success  and  the 
need  in  terms  of  what  this  legislation  will  do. 

Mr.  Newman,  you're  looking  very  eager  to  respond,  and  I'd  be  de- 
lighted to  hear  you. 

Mr.  Newman.  Senator  Bennett,  I  share  much  of  your  concern. 
We  labored  long  over  this  issue,  trying  to  understand  what  it  was 
that  made  one  institution  successful  and  another  not  successful  in 
this  kind  of  endeavor,  because  simply  throwing  money  at  the  prob- 
lem is  not  going  to  work.  We  very  much  agree  with  that. 

It  turns  out  that,  in  talking  with  people  like  Ron  Grzywinski 
from  the  Shorebank,  that  there  was  a  great  deal  that  they  had 
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learned  about  what  works  well  and  what  doesn't  work  well.  One  of 
the  fundamental  concepts  of  the  approach  that  we're  proposing  to 
you  is  an  intensive  training  program  and  an  intensive  aata,  success 
story,  and  failure  storv  gathering  program,  such  that  this  entity, 
this  fund,  would  be  able  to  not  only  provide  funds  for  a  group  who 
wanted  to  grow  or  wanted  to  form  a  new  bank,  but  provide  training 
and  have  knowledgeable  oversight,  knowledgeable  processing  of  an 
application  to  see  if  in  fact  the  people  who  were  going  to  manage 
it  had  a  viable  plan,  if  they  had  taken  advantage  of  what  had  al- 
ready been  learned  in  other  institutions,  and  if  they  knew  how  to 
use  the  existing  Federal  programs  to  a  maximum  and  responsible 
degree.  As  a  matter  of  fact,  this  ties  in  very  much  to  a  question 
that  Chairman  Riegle  asked  a  short  while  ago. 

This  kind  of  lending  is  very,  very  specialized.  We've  seen  that  in 
a  number  of  ways.  In  order  to  go  into  a  community  that  is  a  very 
distressed  community,  it  takes  very  specialized  skills.  It  takes  an 
intensive  look  at  the  entire  community. 

It's  one  of  the  things  that  distinguishes  it  from  CRA.  CRA  really 
applies  to  a  broad  range  of  communities,  and  the  truth  is  that 
CRA,  in  a  sense,  applies  to  Beverly  Hills.  But  we're  not  talking 
here  in  the  CDFI  proposal  about  Beverly  Hills.  We're  talking  about 
the  most  distressed  areas. 

The  concept  that  there  may  be  different  requirements  in  different 
areas  of  the  country  is  very,  very  fundamental  to  our  banking  sys- 
tem. We  have  retirement  communities,  where  people  are  largely 
savers  and  have  very  little  need  for  credit.  And  so,  there's  no  nu- 
merical standard  that  we  could  apply  to  a  retirement  community 
the  same  as  a  growing  community  or  a  community  that  is  dis- 
tressed and  needs  growth  dramatically. 

One  of  the  things  the  financial  system  does  is  to  channel  funds 
from  one  area  that  has  essentially  excess  saving  and  doesn't  need 
the  credit,  to  another  area  that  does  need  the  credit. 

CRA  needs  to  be  balanced,  given  the  nature  of  the  community  in- 
volved. But  in  many  cases,  there  is  no  financial  institution  at  all 
in  the  distressed  areas  that  need  help. 

We  had  a  visit  recently  from  a  gproup  that  wants  to  form  a  new 
bank  in  a  community  that  they  say  has  not  had  a  bank  in  45  years. 
This  is  a  group  which  we  would  expect  would  be  an  applicant  to 
the  fund.  They  are  trying  to  put  together  a  program,  learning,  as 
you  just  suggested,  from  what  has  worked  and  what  hasn't  worked 
in  other  areas  so  that  they  have  a  comprehensive  plan  before  they 
come  in  to  apply  to  the  fund. 

The  Chairman.  I  wonder  if  I  might  add  a  comment,  too. 

Senator  Bennett.  Sure. 

The  Chairman.  I  think  those  issues  are  the  issues  that  we're  all 
struggling  with.  We  are  trying  to  figure  out  what  the  blend  and 
balance  that  works  is. 

I  should  say,  in  Mr.  Newman's  behalf — although  you  would  know 
this,  the  viewers  that  are  watching  would  not — Mr,  Newman  was 
one  of  the  top  operating  officers  of  the  Bank  of  America  in  Califor- 
nia that  went  through  very  severe  problems  and  got  itself  righted. 
He  brings  a  wealth  of  practical  banking  experience  himself.  So 
when  he  speaks  about  it,  he  speaks  from  a  serious  basis  of  personal 
experience. 
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But  I'm  struck  by  this  fact.  Tve  wrestled  with  that  same  question 
that  you  just  posed.  Let's  say  you  want  more  Southshore  Banks  in 
Chicago.  Can  you  make  them  happen?  And  if  so,  what  does  it  take? 

It's  taken  20  years  for  that  one  to  get  to  the  point  where  it  now 
is  the  esteemed,  pointed-to,  Southshore  Bank. 

Senator  Bennett.  And  remember,  Mr.  Chairman,  it  existed  be- 
fore the  present  management  took  it  over. 

The  Chairman.  That's  right. 

Senator  Bennett.  It  was  a  bank  with  a  history  and  a  heritage 
and  an  inertia  which  this  group  you're  talking  about  is  not  going 
to  have. 

The  Chairman.  Yes.  I  think  that  helps  illustrate  the  point  I  want 
to  try  to  make.  Management  teams  have  to  be  developed  and 
formed  to  make  a  successful  business,  whether  it's  in  banking  or 
in  the  automobile  business.  You  can't  will  these  into  place.  These 
have  to  be  built. 

And  I  think  it  takes  people  with  particular  motivation  to  tackle 
the  kind  of  banking  that  we're  talking  about.  It's  a  lot  tougher  and 
you've  got  to  be  in  the  community.  You've  got  to  understand  it. 
You've  got  to  have  a  feel  for  it.  It  takes  a  different  kind  of  judg- 
ment and  a  different  kind  of  orientation.  That's  one  of  the  reasons 
why  traditional  banking  backs  away  from  it.  The  question  is  can 
we,  in  a  thoughtftil  way,  develop  a  kind  of  banking  capability  that 
can  get  into  underserved  areas  in  order  to  try  to  help  transform 
those  areas  so  that  they're  not  areas  that  are  starving  to  death  for 
capital,  but  have  a  chance  to  get  into  the  system  and,  over  time, 
work  ourselves  out  of  the  need  to  have  that  kind  of  specialized 
banking?  But  we  sure  have  that  problem  now. 

I  think  the  statistics  that  Bill  Bradley  was  citing,  for  example, 
on  these  check-cashing  operations,  are  outrageous.  Frankly,  it's  ap- 
palling that  that's  going  on  and  that  people  are  going  in  with  Gov- 
ernment checks  and  Social  Security  checks  and  giving  away  as 
much  as  10  percent  just  to  get  the  check  cashed  because  they  don't 
have  a  plain-vanilla  type  banking  institution  available  to  them 
where  they  live. 

In  America,  in  1993,  that  offends  you  and  it  offends  me. 

Senator  Bennett.  Yes,  it  offends  me,  but  it  also  demonstrates 
something  to  me.  The  market  is  there  for  those  services.  Those  peo- 
ple wouldn't  go  in  there  if  there  wasn't  a  market  for  something. 

The  Chairman.  I  understand.  It's  a  desperation  market,  though. 
You've  got  to  cash  your  check.  You  can't  go  down  and  get  a  bag  of 
groceries  and  just  hand  the  person  that's  running  the  little  7-11 
type  store  your  Social  Security  check. 

I  think  that  what  is  being  attempted  here  is  a  very  carefully 
structured  effort  to  take  the  Southshore  Bank  experience,  and  oth- 
ers like  it  in  other  parts  of  the  country  that  have  worked,  and  to 
take  apart  why  they  did  work.  And  it  aoes  take  a  specialized  man- 
agement team.  I  couldn't  agree  with  you  more.  You  need  good  man- 
agement and  good  people  committed  to  it.  Then  you've  got  a  chance 
for  success.  And  if  youVe  got  people  with  good  motives,  but  no  tal- 
ent, you're  probably  not  going  to  end  up  with  a  success. 

But  we've  had  enough  of  them  start  and  enough  of  them  work 
now,  that  we  can  learn  from  the  20-year  experience.  I  don't  think 
we    can    wait    another    20    years    to    grow    another    handful    of 
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Southshore  Banks.  We  need  a  boost  off  the  experience  that  we  can 
draw  on  of  the  last  20  years. 

I  say  that  because  we  have  more  people  on  food  stamps  in  Amer- 
ica today  than  we've  ever  had  in  our  history.  We've  got  two  soci- 
eties. The  underclass  is  getting  larger,  and  I  don't  want  to  see  any 
more  of  that.  And  I  know  you  don't,  either. 

I  want  to  reintegrate  this  society  in  economic  and  social  terms 
as  much  as  we  possibly  can.  And  I  think  the  economic  way  is  the 
route  that  is  the  fastest  and  the  best  route  to  the  American  dream, 
which  you  epitomize  by  your  success,  and  to  open  that  up  for  other 
people  who  have  been  kept  away  from  it,  sometimes  because  of 
color  and  sometimes  because  of  location.  We  have  to  say  this  is 
your  system,  too.  Come  on  in.  You've  got  a  good  idea  and  we've  got 
a  team  here  ready  to  work  with  you. 

We  want  you  to  be  able  to  succeed  in  this  country,  just  like  ev- 
erybody else  with  a  good  idea  and  willingness  to  work  hard.  It's 
just  that  simple. 

Senator  Bennett.  That's,  of  course,  the  goal  that  we  all  seek.  I 
would  just  conclude  with  the  statement,  Mr.  Newman,  I  appreciate 
what  you're  saying  about  your  awareness  of  this  issue.  That  makes 
me  feel  a  little  better  about  this  hearing,  that  you're  trying  to  take 
it  apart  in  that  fashion. 

But  as  we  proceed  with  this,  I  would  hope  that  everyone  would 
keep  in  mind  the  necessity  to  match  the  realities  of  this  particular 
legislation  and  how  it  will  work  with  the  realities  of  the  market- 
place. We  should  stop  focusing  primarily  on  the  rhetoric  of  how 
much  trouble  the  inner  cities  are  in. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator  Bennett.  And  I  thank  you, 
too,  for  your  interest  and  participation. 

I  want  to  subscribe  to  your  last  comment.  Rhetoric  doesn't  mean 
anything,  and  we've  had  a  lot  of  it  over  the  years  in  all  different 
forms.  It  comes  in  every  kind  of  political  package. 

I  think  what  we're  looking  at  here  now  is  the  question  of  how 
we  help  this  economy  of  ours  lift  itself  This  is  really  an  effort  to 
try  to  give  the  private-sector,  private-enterprise  side  of  our  econ- 
omy a  chance  to  work. 

And  if  people  don't  have  good  ideas  and  enough  energy  to  do 
something  with  them,  you  can  have  lending  opportunities  out  there 
and  they're  not  necessarily  going  to  produce  very  much.  But  we've 
found  in  the  Southshore  Bank  that  it  can  produce  a  lot,  and  we've 
seen  a  lot  of  other  examples  of  it. 

I  think  this  is  a  balanced  proposal.  I  want  to  work  with  you  on 
it.  I  think  you've  heard  that  some  of  our  colleagues  on  the  Repub- 
lican side  have  got  questions.  Senator  D'Amato  has  indicated  that 
he  would  like  to  see  if  we  can't  work  something  out.  I  want  to  work 
with  colleagues  on  both  sides.  I'm  going  to  introduce  the  legislation 
at  the  earliest  moment  and  we're  going  to  proceed. 

We've  already  got  a  hearing  record  in  place  from  our  earlier 
hearing.  We'll  have  other  witnesses  come  in  so  that  we  can  exam- 
ine the  kinds  of  questions  that  Senator  Bennett  and  I  have  just 
been  discussing. 

I  want  us  to  move  ahead  and  refine  this  package  and  enact  it 
and  see  if  we  can't  get  to  a  point  where  people  in  this  country,  who 
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think  the  system  is  for  somebody  else  and  not  for  them,  can  under- 
stand that  the  system  is  for  them. 

The  system  in  this  country  is  for  everybody,  not  just  those  of  us 
that,  by  fortune  of  birth  or  circumstance,  happened  to  be  in  the 
right  spot  or  have  the  right  supporting  structure  around  us. 

We  want  to  make  sure  the  system  really  belongs  to  the  whole 
country.  This  is  a  step  in  that  direction,  and  it's  a  step  bringing 
our  country  together. 

I  again  want  to  salute  the  President  for  his  initiative.  Let's  work 
together  and  see  if  we  can't  get  a  good,  solid  package  enacted  and 
into  place. 

I  thank  you  and  we'll  give  you  some  questions  to  respond  to  for 
the  record. 

The  committee  stands  in  recess. 

[Whereupon,  at  4:45  p.m.,  the  committee  was  recessed.] 

[Prepared  statements  and  response  to  written  questions  follow:] 
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PREPARED  STATEMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

Mr.  Chairman,  I  join  you  in  welcoming  our  distinguished  panel  for  this  afternoon's 
hearing,  including  our  colleague  from  New  Jersey,  Senator  Bill  Bradley,  Secretary 
of  Treasury  Lloyd  Bentsen,  Agriculture  Secretary  Mike  Espy  and  Comptroller  of  the 
Currency  Eugene  Ludwig.  The  presence  of  such  a  distinguished  panel  serves  to  re- 
emphasize  the  importance  that  the  Administration  places  on  the  Conununity  Lend- 
ing initiative  that  we  will  consider  this  afternoon. 

The  Administration's  desire  to  enhance  the  availability  of  credit  in  distressed  com- 
munities— urban,  rural  and  Native  American — is  commendable.  I  believe  that  the 
entire  membership  of  this  Committee  shares  the  Administration's  goals  in  this  re- 
gard. 

Mr.  Chairman,  despite  some  attractive  features  in  the  Administration's  plan,  I  am 
doubtful  that  establishing  another  Government-run,  taxpayer-funded  program  is  the 
answer.  I  also  do  not  believe  that  a  plan  that  shuts  out  virtually  all  of  the  commer- 
cial banks  and  thrifts  in  the  country  will  be  able  to  provide  the  resources  necessary 
to  make  a  real  difference  in  our  distressed  communities. 

That  is  why  I,  along  with  all  of  my  Republican  colleagues  on  this  Committee,  in- 
troduced S.  1230,  the  Community  Development  Bank  Act  yesterday.  This  Bill  em- 
bodies a  new  approach  to  promoting  community  development  lending.  It  harnesses 
the  enormous  resources  of  the  financial  industry  in  a  manner  that  will  result  in  in- 
creased access  to  credit  for  distressed  communities,  while  providing  the  financial  in- 
dustry with  needed  relief  from  unnecessary  paperwork  burdens  of  the  Community 
Reinvestment  Act. 

There  is  an  increasing  consensus  among  industry  members,  academicians  and 
commentators  that  in  its  present  form,  the  Community  Reinvestment  Act  is  a  com- 
pliance nightmare  that  emphasizes  form-over-substance,  producing  excessive  red 
tape  and  inadequate  results.  This  bill  will  allow  the  financial  industry  to  make  real 
progress  in  achieving  the  goals  of  Community  Reinvestment  Act.  In  doing  this,  it 
is  completely  consistent  with  the  President's  goal  of  making  performance,  not  paper- 
work, the  emphasis  of  Community  Reinvestment  Act  compliance. 

Our  bill  would  allow  banks  and  other  lenders  to  invest  up  to  5  percent  of  their 
capital  in  a  Community  Development  Bank,  as  a  means  of  obtaining  Community  Re- 
investment Act  credit.  This  initiative  could  produce  as  much  as  12.9  billion  dollars 
in  capital  for  community  development  banks;  properly  leveraged,  this  would  provide 
distressed  communities  with  hundreds-of-hillions  of  dollars  in  credit.  The  availabil- 
ity of  this  credit  will  result  in  more  affordable  housing,  and  more  capital  for  small 
business  creation  and  growth,  for  distressed  communities. 

In  introducing  this  bill,  it  is  my  intention  to  help  move  the  debate  on  this  impor- 
tant issue  in  a  positive  direction.  We  must  provide  distressed  urban,  rural  and  Na- 
tive American  communities  with  access  to  credit.  By  doing  this,  we  will  provide 
these  communities  with  an  avenue  to  economic  revitalization.  We  can  not  reach 
these  goals  simply  through  more  Government  spending  and  more  bureaucracy. 

Mr.  Chairman,  I  look  forward  to  hearing  the  views  of  our  distinguished  witnesses 
today,  and  then  to  moving  forward  with  all  due  speed,  hopefully  in  a  bipartisan 
fashion. 


PREPARED  STATEMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

Mr.  Chairman,  at  the  outset,  let  me  commend  you  for  holding  this  important 
hearing  today.  Your  efforts  to  address  urban  credit  availability  problems  are  further 
examples  of  vour  stalwart  leadership  on  urban  issues,  and  your  deep  sense  of  com- 
mitment to  these  matters  is  certainly  a  model  for  others  to  emulate. 

To  paraphrase  George  Santayana,  when  it  comes  to  our  Nation's  cities,  those  who 
cannot  remember  the  past  are  condemned  to  repeat  it.  More  than  one  year  ago, 
Americans  swore  "Never  Again"  as  we  watched  Los  Angeles  neighborhoods  go  up 
in  flames.  The  Nation  rightly  recognized  a  call  to  action  in  those  tragic  events,  and 
it  is  a  call  that  must  not  go  unanswered. 

Our  cities  face  a  tangled  web  of  problems:  poverty;  unemployment;  decrepit  hous- 
ing; poor  schools;  decaying  infrastructure;  insufficient  health  care;  and  ever-escalat- 
ing levels  of  drug  abuse  and  violent  crime.  But  the  cornerstone  of  any  solution  is 
as  obvious  as  it  is  true:  we  must  put  people  to  work. 

No  social  program  ever  created  by  the  mind  of  man  is  as  effective  as  a  job.  Where 
people  have  jobs,  there  is  less  crime,  less  poverty,  less  drug  abuse,  and  more  hope. 
Where  people  have  jobs,  they  have  the  one  tool  they  so  desperately  need  to  rebuild 
their  communities  and  construct  a  better  future  for  themselves. 
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And  that  is  why  the  capital  shortage  in  our  urban  areas  is  so  debilitating.  With- 
out seed  capital  to  open  tneir  doors  and  expand  their  operations,  businesses  cannot 
create  jobs.  Without  capital  to  prime  the  pump,  urban  economies  wither,  and  with 
them  the  hopes  of  millions  of  Americans  who  live  in  our  cities. 

The  administration  today  has  put  forward  a  sound,  prudent  proposal  to  help  ad- 
dress this  problem.  In  terms  of  total  cost,  it  is  comparatively  modest — less  than 
$100  million  per  year  for  the  first  four  years.  Moreover,  the  proposal  requires  non- 
Federal  sources  to  provide  doUar-for-dolIar  matching  funds,  to  ensure  a  red  bang  for 
every  Federal  buck  spent. 

Most  important,  instead  of  creating  a  brand  new  Federal  bureaucracy,  the  admin- 
istration's proposal  builds  on  existing  private-sector  efforts.  Community  develop- 
ment loan  funds,  microenterprise  funds,  community  development  corporations,  and 
other  community  development  agencies  have  proven  recoras  of  success  in  commu- 
nities in  Connecticut  ana  across  the  country.  The  administration's  proposal  seeks  to 
further  these  initiatives,  instead  of  starting  up  a  series  of  Government-operated  in- 
stitutions from  scratch. 

I  also  commend  the  administration  for  its  pledge  to  modify  the  Community  Rein- 
vestment Act  regulations  as  part  of  its  community  development  initiative.  The  CRA 
has  prodded  many  financial  institutions  to  become  more  active  in  their  communities, 
which  is  all  for  tne  best.  But  the  current  vague  standards  for  evaluating  CRA  com- 
pliance satisfy  no  one,  and  so  I  welcome  efforts  to  shift  the  emphasis  of  CRA  evalua- 
tions from  papertrails  to  actual  performance. 

Mr.  Chairman,  while  we  should  focus  this  afternoon  on  credit  availability  prob- 
lems in  urban  areas,  we  must  recognize  that  in  many  ways,  these  issues  are  insepa- 
rable from  more  generic  credit  availability  problems.  In  Connecticut  and  the  north- 
east, it  is  not  just  urban  businesspeople  who  need  credit;  the  credit  crunch  hits 
firms  across  the  board,  irrespective  of  their  line  of  business  or  relative  proximity  to 
urban  areas. 

Hence,  I  look  forward  to  exploring  with  witnesses  here  today  options  for  address- 
ing the  credit  crunch  in  a  generic  sense.  I  commend  the  President  and  the  adminis- 
tration for  its  administrative  actions  in  this  area,  but  I  think  legislation  is  needed 
as  well.  Indeed,  several  initiatives  to  help  ameliorate  the  credit  crunch  have  already 
been  introduced,  including  Interstate  Branching,  Small  Business  Loan 
Securitization,  the  Small  Business  Capital  Access  Program,  and  the  Small  Business 
Incentive  Act. 

I  am  interested  in  any  views  the  witnesses  may  have  on  these  proposals.  And  I 
look  forward  to  touching  as  well  on  Head  Start,  Drop-Out  Prevention,  Community 
Policing,  and  other  initiatives,  which  it  seems  to  me  must  go  hand-in-hand  with 
community  development  proposals  if  our  communities  are  to  have  a  fighting  chance 
to  revitalize  themselves. 

Mr.  Chairman,  again,  I  commend  you  for  your  leadership  in  holding  this  hearing. 
These  are  important  issues,  and  as  I  noted  at  the  outset,  we  have  an  obligation  not 
to  let  history  repeat  itself  when  it  comes  to  our  cities. 


PREPARED  STATEMENT  OF  REPRESENTATIVE  BOBBY  L.  RUSH 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  come  before  this  committee  to 
express  my  support  for  the  "Community  Development  Banking  and  Financial  Insti- 
tutions Act  of^  1993,"  a  pivotal  piece  of  legislation  which  President  Clinton  an- 
nounced at  the  White  House  this  morning.  I  welcome  the  opportunity  to  begin  the 
process  of  working  with  you  and  the  Members  of  this  committee  to  ensure  that  the 
President's  bill  is  signed  into  law  with  all  deliberate  speed,  a  goal  which  will  take 
a  great  deal  of  concerted  efTort  between  the  two  bodies  of  Congress. 

In  May,  I  had  introduced  the  "Community  Development  Financial  Institutions  Act 
of  1993,  H.R.  2250.  While  I  had  until  recently  pursued  its  passage,  I  support  the 
legislation  introduced  today.  I  commend  the  Administration  lor  their  extensive  out- 
reach effort  to  community,  banking  and  consumer  groups  in  putting  this  bill  to- 
gether, and  consider  it  a  mark  of  honor  that  their  and  my  bills  ended  up  looking 
so  very  similar — "twin  sons  of  different  mothers,"  if  you  will.  Through  discussions 
with  many  of  the  same  individuals  and  groups  and  because  of  the  Administration's 
and  my  mutual  desire  to  generate  effective  and  comprehensive  community  develop- 
ment, we  developed  analogous  approaches  to  many  of  the  critical  issues  mndamen- 
tal  to  such  an  effort.  And  it  is  because  we  substantially  came  to  share  the  same 
approaches  that  I  come  before  the  committee  today  in  support  of  this  bill. 

I  strongly  believe  that,  once  enacted,  this  legislation  wiU  palpably  and  responsibly 
begin  to  address  the  credit  and  community  development  needs  of  our  Nation's  most 
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disinvested  areas.  I  support  this  legislation  because  of  my  belief  that  meeting  the 
economic  needs  of  the  people  of  inner  city,  rural,  and  close-in  suburban  areas  is  one 
of  a  series  of  steps  necessary  to  make  sure  that  equal  economic  opportunities  are 
fuUy  extended  to  all  Americans.  This  bill  is  designed  to  assist  Americans  who,  as 
F*re8ident  Clinton  has  described  them,  are  "willing  to  work  hard  and  play  by  the 
rules." 

This  legislation  will  create  the  Community  Development  Banking  and  Financial 
Institutions  Fund,  a  Government  corporation  with  a  mission  of  fostering  the  growth 
and,  where  necessary,  the  establishment  of  entities  that  will  increase  access  to  cred- 
it and  financial  services  bv  low-  and  moderate-income  people  as  well  as  small, 
minority-  and  women-ownea  businesses.  These  are  the  groups  and  individuals  which 
have  traditionally  been  denied  access  to  adequate  levels  oi  capital  and  credit.  Too 
frequently,  these  groups  and  individuals  are  located  within  disinvested  communities 
like  many  located  in  Illinois'  First  Congressional  District,  which  I  represent. 

Community  development  financial  institutions  (CDFI's)  across  the  country,  which 
are  innovative  entities  comprised  of  individuals  who  know  first  hand  what  steps  to 
take  to  improve  their  communities,  will  now  be  able  to  better  obtain  the  economic 
resources  with  which  to  do  so.  The  Fund,  through  competitive  awarding  of  a  wide 
range  of  assistance  by  its  Board  of  Directors,  wilfenable  creative  ventures  to  be  un- 
dertaken including  everything  from  supporting  the  efforts  of  local  groups  to  demol- 
ish and  remove  abandoned  buildings,  to  facilitating  the  development  of  low-  and 
moderate-income  housing,  to  helping  groups  with  successful  track  records  building 
small  projects  to  obtain  capital  and  credit  to  do  more  of  their  crucial  work. 

CDFI's — like  those  who  were  well  represented  at  the  White  House  this  morning 
and  are  in  this  room  this  afternoon,  including  community  development  banks,  com- 
munity development  credit  unions,  microlenders,  community  development  loan 
funds,  community  development  corporations,  and  other  entities — will  apply  for  as- 
sistance from  the  Fund.  The  Board  will  determine  which  among  these  competing 
proposals  will  do  the  most  comprehensive  job  of  rejuvenating  all  aspects  of  the  tar- 
get community's  economic  and  social  vitality. 

The  kind  of  development  that  the  Fund  will  foster  is  that  which  will  measurably 
and  steadily  Increase  the  confidence  of  the  residents,  business  owners  and  workers 
in  targeted  communities  that  their  own  fortunes  and  opportunities  are  on  the  rise. 
But  just  as  critically,  it  will  also  convince  outside  investors  that  these  communities 
merit  their  careful  and  considered  attention — and  their  investment  dollars! 

Moreover,  the  Fund  will  encourage  healthy  competition  among  applicants  to  get 
the  most  bang  for  its  limited  bucks — it  will  require  matching  private  funds  for  much 
of  the  assistance  it  awards  on  at  least  a  1:1  basis,  which  will  mean  that  applicants 
will  not  only  have  to  compete  on  the  basis  of  the  comprehensiveness  of  their  applica- 
tion, but  wul  be  put  through  the  additional  "real  world  filter^  of  securing  scarce  pri- 
vate sector  funds.  Bv  acting  to  increase  levels  of  private  investment,  by  requiring 
matching  funds,  and  by  fostering  growth  of  responsible  financial  institutions,  the 
Fund  wul  leverage  its  resources  many  times  over,  a  critical  fact  to  remember  in 
these  times  of  limited  Federal  dollars. 

And,  Mr.  Chairman,  the  Fund  will  accomplish  these  goals  in  a  way  that  does  not 
create  one  more  Federal  bureaucracy,  but  instead  will  build  on  the  insights  gained 
from  some  of  the  hard-fought  struggles,  and  mistakes,  of  the  past  as  CDFFs  learned 
what  did  and  did  not  worK  to  foster  community  development.  One  of  the  functions 
of  the  Fund  will  be  as  a  clearinghouse  of  CDFI  information  so  that  these  lessons 
are  centralized  and  disseminated. 

Finally,  the  real  significance  of  this  legislation  is  that  it  is  not  just  about  credit 
or  bankmg:  it  is  about  genuine,  comprehensive,  permanent  community  development. 
We  will  give  persons  the  tools  to  determine  their  own  destinies  and  to  take  their 
and  their  families'  futures  into  their  own  hands  and  work  to  achieve  what,  until 
now,  has  been  on  the  horizon  but  still  beyond  their  grasp — that  elusive  goal  called 
"prosperity."  Real  prosperity  cannot  exist  without  the  economic  building  blocks  that 
so  many  of  the  hard  working  men  and  women  in  disinvested  urban,  suburban  and 
rural  communities  lack. 

I  urge  my  Senate  colleagues  to  support  this  bill,  which  is  designed  to  foster  in- 
creased access  to  good-paying  jobs;  encourage  entrepreneurship  and  self-sufTiciency; 
increase  living  standards  and  quality  of  life;  make  credit  and  financial  services  more 
readily  available;  and  give  community  members  access  to  a  broader  spectrum  of 
goods  and  services.  I  believe  that  it  will  engender  myriad  economic  opportunities, 
including  ownership  of  businesses,  buildings,  homes  and  other  assets  within  our 
communities. 

By  devoting  resources  to  precisely-tai^eted  Community  Development  Financial  In- 
stitutions that  are  undertaking  activities  that  aim  to  reduce  tne  cycle  of  violence 
and  hopelessness  that  so  many  of  our  citizens  now  experience,  by  putting  our  people 
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back  to  work  at  decent  jobs,  and  by  helping  to  ensure  that  our  communities  believe 
in  the  possibilities  that  underlie  even  our  Nation's  most  deep-seated  problems,  I 
firmly  believe  that  the  "Community  Development  Banking  and  Financial  Institu- 
tions Act  of  1993"  will  be  a  catalyst  for  real  change  in  the  lives  of  countless  Ameri- 
cans during  the  years  to  come. 
Thank  you  very  much,  Mr.  Chairman. 


PREPARED  STATEMENT  OF  SENATOR  BILL  BRADLEY 

Mr.  Chairman,  I  want  to  thank  you  for  giving  me  this  opportunity  to  speak  briefly 
about  the  importance  of  funding  for  Community  Development  Financial  Institutions 
and  to  support  the  Administration's  proposal.  You  have  been  an  articulate  spokes- 
man on  the  capital  needs  of  our  cities  and  I  look  forward  to  working  with  you  and 
your  colleagues  on  the  Banking  Committee  to  enact  this  legislation. 

This  morning  we  heard  the  President  describe  his  proposal.  As  an  author  of  legis- 
lation to  channel  capital  and  technical  assistance  to  the  same  types  of  Community 
Development  Financial  Institutions  supported  by  this  initiative,  I  was  extremely 
heartened  by  his  comments.  Capital  is  not  the  only  tool  needed  to  revitalize  our 
cities,  but  it  is  a  very  important  one.  Unfortunately,  both  the  Grovemment  and  the 
private  sector  have  taken  steps  over  the  last  twelve  years  to  siphon  off  much  of  it. 

In  many  American  cities,  the  most  accessible  financial  institution  is  the  check 
cashing  establishment.  In  some  areas,  these  institutions  can  charge  up  to  10  f>ercent 

{"ust  to  cash  a  Government  check.  People  who  want  to  save  have  no  place  to  go  and 
)usinesses  have  no  access  to  capital.  Within  the  165  square  miles  that  make  up  the 
areas  most  affected  by  the  Los  Angeles  riots,  there  are  19  bank  branches,  as  com- 
pared to  135  check  cashing  establishments. 

But  even  in  economically-distressed  areas,  there  are  islands  of  hope  for  oeople 
who  want  to  save  and  invest.  A  few  months  ago,  I  visited  one  such  island  oi  hope, 
La  Casa  de  Don  Pedro,  which  operates  a  credit  union  in  a  very  poor  section  of  New- 
ark. La  Casa  is  a  multipurpose  community  organization  that  just  happens  to  have 
a  credit  union.  While  I  was  there,  a  stream  of  members  poured  into  the  small  build- 
ing which  houses  the  credit  union,  day  care  center,  and  other  programs,  depositing 
$20,  $50,  and  $100  at  a  time.  I  did  not  see  any  banks  in  the  vicinity  of  La  Casa. 
My  guess  is  that  if  it  were  not  for  the  credit  union,  many  of  the  community's  resi- 
dents would  have  no  place  to  deposit  their  money,  secure  small  loans,  or  take  ad- 
vantage of  other  banking  services  we  often  take  for  granted. 

Community  development  financial  institutions  may  start  small,  but  they  don't 
have  to  stay  that  way.  And  their  impact  on  communities  is  rarely  small.  Over  the 
last  20  years,  Shorebank  of  Chicago  has  shown  the  world  that  a  financial  institution 
that  is  committed  to  community  development  can  lead  a  conmiunity  back  from  the 
brink  of  economic  and  social  decline.  Since  1973,  it  has  supplied  $340  million  in  de- 
velopment financing,  mainly  for  the  purchase  or  rehabilitation  of  housing  units  in 
Chicago's  South  Shore  and  Austin  neighborhoods. 

Shorebank  is  more  than  just  a  bank.  Through  its  various  subsidiaries  and  affili- 
ates, it  has  been  an  active  force  for  economic  revitalization.  Shorebank  has  used  a 
subsidiary.  City  Lands  Corporation,  to  make  high-risk  loans  for  housing  develop- 
ment. It  has  used  a  nonprofit  affiliate,  the  Neighborhood  Institute,  to  help  disadvan- 
taged residents  achieve  their  GED's,  start  up  small  businesses,  and  train  for  jobs 
available  in  the  community.  It  has  used  its  depository  institution.  South  Shore 
Bank,  to  make  loans  to  people  seeking  to  renovate  apartment  buildings  and  estab- 
lish small  businesses  that  generate  jobs  in  the  community. 

Another  institution  dedicated  to  the  benefits  of  capital  and  savings  is  New  Com- 
munity Corporation  in  Newark.  Formed  in  the  wake  of  the  Newark  riots  of  1967, 
it  has  over  the  last  25  years  developed  over  2,500  housing  units,  25,000  square  feet 
of  office  space,  and  an  $11  million  extended  care  facility.  New  Community  has  also 
built  a  $15  million  shopping  center,  which  contains  central  Newark's  only  major  gro- 
cery store  built  since  1967. 

New  Community's  founder,  Msgr.  William  Linder,  testified  recently  before  Con- 
gress: 

I  have  seen  bank  branch  after  bank  branch  close  because  the  bank  did  not  find 

serving  our  community  profitable.  There  was  always  the  same  trend.  Managers 

were  frequently  changed,   service  became   poor,   the   facility  was   always   dirty. 

Frankly,  no  one  in  authority  cared  about  our  community. 

But  instead  of  giving  up  hope,  Msgr.  Linder  and  others  started  a  credit  union. 
He  now  presides  over  a  small  institution  with  about  $1.7  million  in  assets  that  pro- 
vides basic  banking  services  to  community  residents.  Last  year,  New  Community's 
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credit  union  made  165  loans,  mainly  to  poor  residents  of  Newark's  central  ward. 
Basic  banking  services  like  check  cashing,  consumer  loans,  and  savings  accounts  are 
taken  for  granted  by  a  lot  of  people,  but  in  places  like  the  central  ward  of  Newark 
they  have  become  scarce  and  prized  resources.  Like  Shorebank,  New  Community, 
in  its  own  way,  has  expanded  economic  opportunity  for  the  residents  of  its  commu- 
nity. 

Earlier  this  session,  I  introduced  the  Community  Capital  Partnership  Act,  S.861. 
Like  the  Administration's  proposal,  this  bill  would  channel  needed  capital  and  tech- 
nical assistance  to  a  variety  of  Community  Development  Financial  Institutions  like 
the  ones  I  have  spoken  about.  Several  members  of  this  Committee  joined  me  in  in- 
troducing that  legislation  and  the  Administration  was  able  to  woric  many  of  my 
ideas  into  its  proposal. 

Much  has  been  made  of  the  potential  for  full-fledged  community  development 
banks  to  revitalize  poor  neighborhoods.  And  I  believe  one  very  positive  aspect  of  this 
proposal  is  that  it  encourages  the  development  of  more  "Shorebanks."  But  at  the 
same  time  I  am  especially  pleased  that  the  President  saw  fit  to  target  a  variety  of 
Community  Development  Financial  Institutions  with  his  proposal.  Community  de- 
velopment banks,  community  development  credit  unions,  revolving  loan  funds, 
micro-loan  funds,  and  community  development  corporations  are  aU  eligible  for  as- 
sistance. This  means  that  the  fund  estaolished  by  this  legislation  will  be  flexible 
enou^  to  support  the  institutions  that  individual  communities  have  already  devel- 
oped to  respond  to  their  unique  credit  needs  and  the  particular  resources  available 
to  them.  This  willingness  to  accommodate  a  diverse  group  of  existing  institutions 
is,  in  my  opinion,  a  very  important  feature  of  the  Administration's  proposal.  I  con- 
sider such  flexibility  essential  to  supporting  the  islands  of  hope  that  have  sprung 
up  in  recent  years  in  the  absence  of  a  coherent  Federal  urban  economic  development 
strategy. 

Again,  Mr.  Chairman,  I  want  to  thank  you  for  your  leadership  in  this  area,  and 
I  want  to  congratulate  the  Secretaries  and  White  House  for  their  work.  I  stand 
ready  to  work  with  you  and  the  Administration  on  this  important  proposal. 


PREPARED  STATEMENT  OF  LLOYD  M.  BENTSEN 
Secretary  of  the  Treasury 

Mr.  Chairman  and  Members  of  the  Committee,  it  is  with  great  pleasure  that  I 
appear  before  you  today  to  discuss  a  program  that  fulfills  a  part  of  the  President's 
commitment  to  revitalize  economically  distressed  areas  of  our  country. 

There  is  ample  evidence  that  the  economic  progress  of  the  1980's  bypassed  an  un- 
acceptably  lar^e  number  of  individuals,  small  businesses  and  local  communities 
throughout  the  United  States — from  our  inner  cities  to  our  rural  areas  and  Indian 
Reservations.  To  make  matters  worse,  a  disproportionate  share  of  the  burden  of  the 
economic  slowdown  of  1991-92  was  visited  upon  these  very  same  groups.  Symptoms 
of  community  economic  distress  can  be  found  in  indices  such  as  high  rates  of  unem- 
ployment and  underemployment,  difficulties  for  many  in  mortgage  and  rental  mar- 
kets, the  scarcity  of  capital  for  minority-owned  and  small  business  firms,  and  the 
erosion  in  terms  of  cost  and  availability  of  basic  financial  services  in  all  too  many 
localities. 

A  sustained  and  comprehensive  efTort  therefore  must  be  made  to  introduce  and/ 
or  re-establish  the  institutional,  financial,  and  human  wherewithal  for  economically 
distressed  communities  to  gain  entry  into  "mainstream"  America,  and  to  do  so  in 
a  self-sustaining  manner  devoid  of  long-term  subsidy.  An  essential  ingredient  in  the 
achievement  of  this  goal  is  access  to  credit,  equity  capital,  and  technical  assistance. 

I.  The  Need  to  Support  Specialized  Intermediaries 

The  failure  of  traditional  financial  institutions  to  provide  their  services  to  the  ben- 
efit of  distressed  populations  and  areas  can  be  explained  by  a  number  of  factors. 
Among  these  are  nigh  distribution  costs,  relatively  low  risk-adjusted  returns,  lack 
of  capital  in  the  hands  of  potential  borrowers,  and  a  deficit  oi  information,  skills, 
and  experience  in  the  ways  of  realizing  economic  value  from  nontraditional  markets 
and  transactions.  Taken  together,  these  factors  understandably  deter  many  main- 
stream, profit-maximizing  financial  intermediaries  from  moving  aggressively  beyond 
what  cautious  managements,  or  regulatory  requirements,  minimally  specify. 

If  the  condition  oi  distressed  populations  and  communities  is  not  to  worsen  over 
time,  it  is  essential  that  the  current  financial  services  vacuum  be  seriously  ad- 
dressed. 
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In  this  respect,  we  are  fortunate  that  a  number  of  specialized  Community  Devel- 
opment Financial  Institutions  (CDFIs)  have  labored  long  and  hard — and  often 
alone — to  restore  hope  and  economic  opportunity  to  those  left  beyond  the  reach  of 
mainstream  financial  intermediaries.  These  institutions  typically  are  driven  by  cer- 
tain public  purposes  and  social  values,  as  well  as  the  more  traditional  marketplace 
factors;  for  example:  to  specifically  offer  credit  to  low-  and  middle-income  individ- 
uals; to  provide  the  technical  assistance  necessary  to  make  loans  and  borrowers  via- 
ble; to  integrate  borrowers  into  decision-making  that  affects  their  well-being;  to  spur 
economic  and  social  development;  and  to  promote  the  self-sufficiency  of  individuals 
and  communities.  Unlike  a  traditional  lender,  the  CDFI  looks  beyond  the  mai^nal 
benefits  of  discrete  transactions  to  the  institution  itself.  Instead,  the  CDFI  bases  its 
transactions  on  the  collective  benefit  to  be  provided  to  entire  communities. 

Representative  of  these  specialized  lenders  are  community  development  banks 
(CDBs),  community  development  credit  unions  (CDCUs),  conmiunity  development 
loan  fiinds  (CDLFs),  micro-enterprise  loan  funds  (MLFs),  venture  development 
funds  (VDFs),  community  development  corporations  (CDCs)  and  minority  oanks 
(Mbs),  among  others.  All  of  these  institutions  merit  Federal  recognition  for  the  work 
they  already  have  done  and  Federal  support  to  assist  them  in  amplifying  their  ef- 
forts in  coming  years. 

The  primary  purpose  of  the  "Community  Development  Banking  and  Financial  In- 
stitutions Act  of  1993,"  which  I  shall  discuss  in  detail  today,  is  to  facilitate  the  ac- 
cess to  credit  so  desperately  needed  in  economically  distressed  areas  and  by  eco- 
nomically distressed  populations. 

But  by  way  of  preface,  I  wish  to  make  it  clear  yet  again  that  the  Administration's 
community  banking  initiative  is  not  intended  to  substitute  for  existing  CRA  require- 
ments; rather,  it  is  intended  to  complement  those  requirements.  Furthermore,  this 
initiative  should  not  be  confiised  with,  or  compromised  by,  other  eflbrts  of  the  Ad- 
ministration to  restore  the  flow  of  credit  from  traditional  lenders  to  their  traditional 
customers,  including  small-  and  medium-sized  businesses,  farms,  and  low-income 
and  minority  borrowers  and  communities.  In  particular,  the  President's  "Credit 
Availability  Program"  announced  on  March  10,  1993  and  this  community  develop- 
ment initiative  snould  be  viewed  as  complementary  undertakings.^ 

n.  Principles  Underlying  the  Administration  Proposal 

A  number  of  community  development  and  empowerment  proposals  already  have 
been  introduced  by  various  members  in  both  houses  of  Congress.  These  proposals 
vary  significantly  in  scope  and  nature — ranging  from  a  narrow  focus  on  the  provi- 
sion of  basic  financial  services  to  the  comprehensive  support  of  primary  and  second- 
ary market  financial  intermediaries,  and  relying  lai^ely  on  CRA-based  incentives  at 
one  extreme  to  the  establishment  of  new  mechanisms  financed  with  public  and/or 
private  monies  at  the  other.  None  of  these  proposals  entirely  addresses  the  prin- 
ciples underlying  the  Administration's  approach.  But  there  are  some  extremely  good 
ideas  in  the  legislation  that  has  been  proposed,  and  we've  included  a  number  of 
them  in  our  proposal. 

In  particular,  we  view  the  following  principles  as  being  critical  to  an  effective  com- 
munity banking  program  that  can  garner  widespread  public  support:  First,  every  ef- 
fort should  be  made  to  utilize  private  capital  in  ways  that  will  leverage  any  public 
assistance  provided.  Second,  there  should  be  strong  emphasis  on  the  need  to  support 
those  institutions  with  considerable  potential  for  becoming  self-sustaining  over  time. 
Third,  Fund  managers  should  be  given  sufficient  flexibility  with  respect  to  the  scope 
and  nature  of  assistance  provided  to  permit  experimentation  and  development  of  the 
most  effective  programs.  Fourth,  a  new,  separate  entity  with  dedicated  funding  and 
a  singular  focus  on  the  revitalization  of  distressed  areas  is  necessary.  Lastly,  let  me 
say  that  we  cannot  and  will  not  view  community  development  banks  as  a  substitute 
for  active  community  lending  by  institutions  presently  subject  to  the  CRA — no  CRA 
"safe  harbor"  can  be  justified.  Let  me  elaborate  on  these  principles. 

In  many  ways  the  success  of  the  Community  Development  Financial  Institutions 
initiative  will  be  measured  in  terms  of  how  much  private  capital  can  be  attracted 
to  the  effort.  Private  capital  is  needed  to  match  or  otherwise  leverage  the  assistance 
provided  by  the  Fund,  thereby  amplifying  the  overall  lending  capacity  of  the  CDFI 
network.  And  access  to  private  capital  is  also  a  good  sign  of  the  potential  eflective- 


^For  a  detailed  discussion  of  the  Administration's  efTorts  to  improve  credit  availability  and 
to  promote  the  growth  and  vitality  of  small  businesses  see,  Statement  of  the  Honorable  Frank 
N.  Newman,  Under  Secretary  for  Domestic  Finance,  United  States  Department  of  the  Treasury, 
before  the  Committee  on  Small  Business,  U.S.  House  of  Representatives,  June  16,  1993. 
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ness  of  the  proposed  activities  to  be  undertaken  by  CDFIs  seeking  assistance  from 
the  Fund. 

It  must  be  kept  in  mind  that  the  focus  of  this  program  is  revitalization  of  dis- 
tressed communities  through  the  establishment  and/or  strengthening  of  financial 
intermediaries  that  have  a  good  chance  of  becoming  self-sustaining,  m  view  of  the 
numerous  and  conflicting  demands  for  scarce  public  resources,  it  would  be  a  serious 
mistake  to  view  this  program  as  the  primary,  permanent  source  of  funding  for  non- 
traditional  lenders.  Therefore,  to  the  maximum  extent  possible,  we  should  be  more 
encouraging  of  those  Community  Development  Financial  Institutions  adept  at  secur- 
ing long-term,  non-Federal  equity  and  working  capital  than  others. 

Just  as  we  think  the  community  development  initiative  is  too  important  to  be  sub- 
sumed under  current  CRA  requirements,  it  also  is  too  important  simply  to  be 
"added  on"  to  the  long  list  of  other  responsibilities  of  most  existing  Government 
agencies.  A  distinct,  corporate  entity  has  the  best  chance  of  dedicating  its  full-time 
energies  and  monies  to  the  task  of  community  development,  while  serving  as  an  in- 
stitutional voice  and  focal  point,  or  clearinghouse,  for  all  of  the  relevant  concerns 
of  affected  parties. 

If  a  separate  entity  is  established  for  the  singular  purpose  of  addressing  the  prob- 
lems of  distressed  communities,  presumably  using  new  and  innovative  methods  and 
institutions  to  do  so,  then  it  follows  that  the  management  of  that  entity  must  be 
accorded  a  certain  amount  of  flexibility  as  it  searches  out  the  most  effective  ways 
to  use  its  available  funding.  This  means  that  legislation  containing  operating  guide- 
lines for  the  provision  of  assistance  is  to  be  preferred  to  legislation  that  imposes  too 
many  rigid,  mandatory  requirements  for  that  assistance. 

III.  Major  Provisions  of  the  Act 

The  proposed  legislation  defines  a  program  of  support  for  a  wide  variety  of  Com- 
munity Development  Financial  Institutions.  The  primary  mission  of  the  institutions 
to  be  supportea  will  be  to  provide  lending,  equity  investment,  and  development  serv- 
ices to  targeted  areas  and  populations  to  promote  economic  revitalization  and  com- 
munity development.  The  core  of  our  program  involves  the  establishment  of  a  Com- 
munity Development  Banking  and  Financial  Institutions  Fund  (Fund)  to  provide  fi- 
nancial and  technical  assistance  to  both  newly-established  and  existing  CDFIs.  As 
discussed  earlier,  the  types  of  CDFIs  to  be  supported  by  the  Fund  embrace  a  wide 
range  of  unique  intermediaries  with  special  expertise  in  the  realization  of  human 
and  economic  value  in  distressed  communities.^ 

Structure  and  Governance  of  the  Fund 

The  Fund  established  by  this  Act  is  a  Government  corporation  in  the  Executive 
Branch,  to  be  treated  as  an  agency  of  the  United  States.  Its  nine-member  Board  is 
to  consist  of  the  Secretaries  of^griculture.  Commerce,  Housing  and  Urban  Develop- 
ment, and  Treasury  and  the  Administrator  of  the  Small  Business  Administration  (or 
their  designees),  all  of  whom  will  serve  as  ex-officio  members;  the  remainder  of  the 
Board  is  made  up  of  four  private  citizens  who  should  collectively  represent  commu- 
nity groups,  have  expertise  in  the  activities  and  operations  of  depository  institu- 
tions, and  have  expertise  in  community  development  and  lending. 

TTie  four  Board  members  drawn  from  the  private  sector  will  oe  appointed  by  the 
President  with  the  advice  and  consent  of  the  Senate,  to  serve  four-year  terms.  The 
chairperson  will  be  drawn  from  among  the  four  private  citizens  on  the  Board  and 
the  vice-chairperson  from  among  the  members  of  the  Board,  both  subject  to  appoint- 
ment by  the  President  for  two-year  terms.  The  Board  will  be  responsible  for  appoint- 
ing a  Chief  Executive  Officer  for  the  day-to-day  management  of  the  Fund. 

Requirements  for  Assistance  and  Selection 

The  Act  directs  the  Fund  to  establish  an  outreach  program  to  identify  and  help 
potential  applicants  to  meet  the  assistance  requirements  of  the  Act.  The  Fund  must 
publish  regulations  not  later  than  210  days  after  enactment  of  the  Act  regarding 
procedures  and  forms  for  applications  for  assistance  from  the  Fund.  At  a  minimum, 
the  Board  shall  require  that  an  application  for  assistance  from  the  Fund  dem- 
onstrates that,  among  other  things:  (1)  the  applicant  is,  or  will  be,  a  Community 
Development  Financial  Institution  as  defined  by  the  Act;  (2)  the  applicant  will  serve 
what  is  defined  in  the  Act  as  a  targeted  population  or  investment  area;  (3)  the  appli- 


' Specifically,  a  CDFI  to  be  assisted  by  the  Fund  must  have  as  its  primary  mission  the  provi- 
sion of  capital,  credit  or  development  services  in  investment  areas  or  to  populations  that  are 
low-income  or  disadvantaged  and  underserved  by  existing  financial  institutions,  and  it  must  en- 
courage the  input  of  residents  in  the  investment  area  or  targeted  population  through  representa- 
tion on  its  governing  board  or  otherwise. 
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sources  of  private  funds  can  be  identified  to  meet  any  matching  requirements  for 
Fund  assistance. 

In  selecting  among  applicants,  the  Board  is  directed  to  consider  and  weigh  appli- 
cations favorably  to  the  extent  they  meet  certain  selection  criteria,  including,  among 
others:  (1)  the  lUcelihood  of  success  in  becoming  a  self-sustaining  CDFI;  (2)  the  com- 
prehensiveness of  services  to  be  provided;  (3)  the  extent  of  the  need  in  targeted 
areas  or  populations;  (4)  the  likelihood  that  the  proposed  activities  will  provide  sig- 
nificant benefits;  (5)  the  evidence  of  community  support  and  governance;  and  (6)  the 
amount  of  legally  enforceable  matching  commitments  at  the  time  of  the  application 
and  the  prospects  for  raising  the  balance  of  the  required  match. 

The  Nature  and  Amount  of  Assistance 

The  Act  gives  the  Fund  authority  to  provide  a  wide  range  of  assistance  to  quali- 
fied CDFIs  in  the  form  of  equity  investments,  loans,  deposits,  membership  shares 
and  grants.  The  Fund  may  also  provide  technical  assistance  and  grants  for  technical 
assistance,  including  training.  Assistance  may  be  provided  to  qualified  organizations 
to  expand  their  existing  activities,  or  it  may  be  used  to  form  new  institutions  to  un- 
dertake activities  consistent  with  the  purposes  of  the  Act.  Assistance  provided  in  the 
form  of  an  equity  investment  must  be  structured  in  such  a  way  that  the  Fund  does 
not  control  the  assisted  institution  for  the  purpose  of  ajpplicable  laws.  Limits  are 
placed  on  the  amounts  of  assistance  CDFIs  may  receive  from  the  Fund  and,  except 
for  technical  assistance  and  certain  deposits,  matching  of  Fund  monies  is  required.^ 
Finally,  those  institutions  assisted  by  the  Fund  may  use  their  assistance  only  for 
activities  consistent  with  the  purposes  of  the  Act.* 

Other  Provisions 

The  Act  requires  the  Fund  to  establish  an  information  clearinghouse  that  will  as- 
sist in  creating,  developing  and  expanding  CDFIs;  and  it  authorizes  the  Board  to 
sponsor  the  creation  of  private  for-profit  or  non-profit  corporations  that  will  com- 
plement the  activities  of  the  Fund. 

The  Act  also  calls  upon  the  Fund  to  submit  a  variety  of  reports  and  studies,  in- 
cluding: an  annual  report  to  the  President  evaluating  the  activities  of  the  Fund  to 
be  submitted  not  later  than  120  days  after  the  end  of  the  fiscal  year  of  the  Fund. 
Moreover,  an  ongoing  study,  in  consultation  with  the  Federal  banking  regulators 
and  other  agencies  and  organizations,  is  to  examine  the  most  effective  and  finan- 
cially sound  policies  for  community  development,  with  an  interim  report  due  within 
270  days  of  enactment.  Finally,  a  separate  study  evaluating  the  structure,  govern- 
ance and  performance  of  the  Fund,  and  the  Board's  recommendations  for  changes 
in  the  operations  of  the  Fund,  must  be  submitted  six  years  after  enactment  of  the 
Act. 

Sources  of  Funds 

The  Administration  is  requesting  $382  million  through  FY  1997  for  this  program: 
$60  million  in  FY  1994,  $104  million  in  FY  1995,  $107  million  in  FY  1996  and  $111 
million  in  FY  1997,  or  such  greater  sums  as  may  be  appropriated.  The  Fund  is  per- 
mitted to  set  aside  up  to  $10  million  per  year  for  administrative  costs  and  expenses. 

IV.  Conclusion 

The  establishment  of  a  separate  entity  with  a  singular  focus  on  community  devel- 
opment financing — our  Community  Development  Banking  and  Financial  Institu- 


^The  Fund  may  provide  up  to  $5  million  of  assistance  per  application  to  any  one  qualified 
insured  CDFI  and  up  to  $2  million  per  application  to  any  other  qualified  CDFI.  Moreover,  in- 
sured CDFIs  must  match  Fund  assistance  with  at  least  one  dollar  of  private  monies  for  each 
dollar  received  from  the  Fund;  other  CDFIs  will  be  required  to  match  Fund  assistance  with  pri- 
vate monies  in  an  amount  and  form  as  determined  by  the  Board.  A  match  for  technical  assist- 
ance and  grants  for  technical  assistance  will  not  be  required  of  any  CDFI;  and  insured  CDFIs 
will  not  be  required  to  match  assistance  in  the  form  of  deposits  or  membership  shares  of 
$100,000  or  less. 

■*  Assistance  from  the  Fund  may  be  used  to  develop  or  support:  (1)  commercial  and  community 
facilities  that  enhance  revitalization  and  job  creation;  (2)  business  creation  and  expansion  ef- 
forts; (3)  the  provision  of  basic  financial  services  to  low-income  persons;  (4)  the  provision  of  de- 
velopment services;  (5)  home  ownership  opportunities  that  are  affordable  to  low-income  persons; 
(6)  rental  housing  that  is  affordable  to  low-income  persons;  and  (7)  other  activities  deemed  ap- 
propriate by  the  Fund. 


54 

tions  Fund — is  an  important  step  in  responding  to  a  demonstrable  and  critical  need 
in  distressed  communities. 

This  Administration  is  committed  to  empowering  communities  and  individuals  to 
help  themselves.  This  legislation  will  help  to  turn  that  commitment  into  action  and 
create  jobs,  restore  hope,  and  provide  a  better  way  of  life  for  people  and  commu- 
nities who  want  a  piece  of  the  American  Dream. 

Our  Nation  was  built  on  free  markets  and  private  property  rights.  That,  and  our 
desire  to  provide  a  better  life  in  America,  is  what  has  made  us  the  economic  power 
we  are.  Unfortunately,  there  are  areas  of  our  country — in  our  inner  cities,  on  Indian 
reservations,  in  poor  rural  areas — which  have  been  unable  to  share  in  the  opportu- 
nities most  of  us  take  for  granted.  These  are  Americans  with  drive,  with  ideas,  and 
determination.  They  want  to  succeed.  This  legislation  will  give  them  access  to  the 
credit  and  iinancial  services  they  need  to  turn  their  aspirations  into  prosperity.  For 
all  of  these  reasons  we  urge  this  Committee  and  the  Congress  to  move  quickly  on 
the  "Community  Development  Banking  and  Financial  Institutions  Act  of  1993,"  and 
we  look  forward  to  working  with  you  in  this  respect. 

That  completes  my  formal  statement.  I  woula  be  pleased  to  answer  any  questions 
you  have. 


PREPARED  STATEMENT  OF  MIKE  ESPY 
Secretary  of  Agriculture 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  have  the  oppor- 
tunity to  appear  before  you  today  to  help  introduce  legislation  on  an  issue  that  is 
important  to  the  President  because  it  sends  a  message  of  hope  to  our  distressed 
rural  and  urban  communities.  And,  Mr.  Chairman,  it  is  an  important  issue  close  to 
my  heart. 

Coming  from  the  Mississippi  Delta,  I  know  the  importance  of  providing  capital 
and  seed  money  to  folks  who  have  the  ideas,  who  have  the  know-how  and  who  have 
the  sweat  to  start  a  business — but  many  of  them  have  no  institution  wanting  to  give 
them  a  chance.  Many  of  them  have  no  lender  that  wants  to  give  them  a  chance  or 
give  them  some  hope.  There  are  many  creative  entrepreneurs  in  our  rural  commu- 
nities who  are  idea  rich  but  resource  poor  and  the  program  that  we  are  discussing 
today  can  bring  them  the  needed  support. 

One  of  the  proposals  that  emerged  from  the  1990  report  of  the  lower  Mississippi 
Delta  Development  Commission — of  which  then-Governor  Clinton  chaired — was  the 
creation  of  development  banks. 

My  one  and  only  bill  that  I  introduced  this  year  before  I  resigned  from  Congress 
in  Januaiy  was  the  Lower  Mississippi  Delta  Development  Financing  Corporation 
Act — which  would  have  created  a  development  fund  for  the  Lower  Mississippi  Delta 
region  that  spans  seven  States.  And  as  you  know — then-candidate  Clinton  spoke 
often  about  creating  development  banks  for  rural  and  urban  communities  across  the 
country. 

I  want  to  add  one  more  personal  note.  Currently,  demonstration  projects  exist 
that  provide  seed  funds  and  capital  for  micro-enterprises — one  of  the  possible  func- 
tions of  the  legislation  we  are  oiscussing  here  today.  And  I  want  to  tell  you,  I  know 
first  hand  how  this  can  help  take  welfare  recipients  ofT  the  welfare  rolls  and  onto 
payrolls. 

In  Canton,  Mississippi,  the  Federal  Government  sponsored  a  micro-enterprise  pro- 
gram and  I  talked  ana  visited  with  the  participants  and  saw  how  much  tney  were 
able  to  achieve  with  a  little  support  from  the  program. 

One  participant,  Robbie  Rabun,  who  received  a  $5,000  loan  and  technical  assist- 
ance, came  olT  welfare  after  she  successfully  started  a  car  detailing  business.  She 
became  independent  of  the  "entitlement  system,"  she  became  responsible  for  her 
own  well-being  and  the  well-being  of  her  children.  When  I  first  met  her  she  was 
a  welfare  mother  raising  two  sons  on  $441  per  month.  Within  one  year  of  starting 
her  business,  Ms.  Rabun  was  earning  close  to  $1,800  per  month  and  employed  three 
people. 

I  believe  strongly  that  one  of  the  key  goals  of  Government  should  be  to  provide 
the  means  of  self-reliance.  I  know  from  my  years  as  a  Congressman  that  Ms. 
Rabun's  story  is  not  uniaue.  Countless  people  living  in  distressed  communities  lack 
the  credit  to  fund  their  dreams.  The  bill  we  discuss  today  provides  one  mechanism 
for  transforming  the  lives  of  Americans  who  want  to  work  hard,  and  need  a  helping 
hand  from  their  Government. 

That,  Mr.  Chairman,  is  what  this  legislation  is  all  about.  That  is  what  President 
Clinton's  idea  of  reinventing  Government  is  all  about. 
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Mr.  Chairman,  I  commend  you  and  other  Members  of  the  Committee  on  your  ef- 
forts to  expand  the  availability  of  credit  in  distressed  communities  across  this  Na- 
tion. The  legislation  before  you  today,  the  "Community  Development  Banking  and 
Financial  Institutions  Act  of  1993"  and  the  reforms  to  tne  Community  Reinvestment 
Act  buUd  on  those  efforts.  I  would  Like  to  briefly  share  with  you  my  ideas  about  how 
this  legislation  will  help  rural  America. 

As  &cretary  Bentsen  discussed,  small  business  owners  and  entrepreneurs  can't 
find  afibrdable  and  flexible  capital.  While  we  might  debate  the  reasons  behind  the 
credit  shortage,  no  one  can  challenge  the  fact  that  many  areas  in  rural  America  suf- 
fer from  the  lack  of  economic  opportunity.  In  rural  America  the  majority  of  jobs — 
98  to  100  percent — are  in  small  businesses.  These  companies  are  hurting  from  the 
lack  of  creoit.  The  legislation  we  are  discussing  today  takes  one  step  forward  on  the 
long  road  toward  providing  economic  opportunities  for  rural  America.  For  too  long 
rural  America  has  oeen  left  behind. 

The  purpose  of  the  conununity  development  legislation  is  to  help  establish  Com- 
munity Development  Financial  Institutions  (referred  to  as  "CDFIs  )  with  strategies 
to  tsirget  development  needs  of  local  communities.  These  CDFIs  will  create  jobs  in 
distressed  areas  in  rural  and  urban  America  through  extending  credit  and  providing 
technical  assistance  to  start-up  efTorts,  business  expansion  and  employee-owned 
companies. 

Community  development  financial  institutions,  such  as  South  Shore  Bank  in  Chi- 
cago, have  existed  for  almost  twenty  years.  In  that  time  we  have  seen  that  CDFIs 
act  in  concert  with  conventional  financial  organizations  and  serve  a  part  of  the  mar- 
ket that  regular  banks  have  not,  or  will  not,  serve  at  sufficient  levels.  In  fact,  CDFIs 
expand  the  market  for  traditional  lenders  by  providing  financial  support  to  borrow- 
ers who  mi^t  be  viewed  as  "high-risk."  CDFIs  also  train  small  companies  in  com- 
pliance with  loan  requirements  and  help  these  companies  establish  a  credit  history 
in  order  to  eventually  use  conventional  lenders. 

We  want  to  encourage  the  creation  of  CDFIs  that  will  mimic  successful  commu- 
nity development  organizations  such  as  Self-Help  Credit  Union  in  North  Carolina 
and  Southern  Development  Bancorporation  in  Arkansas.  Two  features  of  these  orga- 
nizations appear  beneficial  for  development  financial  institutions:  first,  each  has  as 
its  primary  mission  the  investment  in,  and  development  of,  community  members 
who  have  been  excluded  and  disenfranchised  in  attaining  their  share  of^the  Amer- 
ican dream;  secondly,  each  of  their  structures  combine  an  insured  depository  institu- 
tion with  one  or  more  nonprofit  affiliates.  These  affiliates  have  proven  to  be  very 
effective  in  providing  creative  services  to  assist  community  development  goals.  The 
type  of  affiliates  depends  upon  the  needs  of  each  CDFI  and  may  include  such  enti- 
ties as  venture  capital  companies,  job  training  and  business  management  consulting 
groups,  community  development  and  micro-enterprise  loan  funds,  minority  invest- 
ment subsidiaries  and  other  nonprofit  corporations.  The  affiliate  has  a  greater  de- 
gree of  flexibility  to  adapt  to  the  community  development  needs  than  does  the  regu- 
lated depository  institution. 

Southern  Development  Bancorporation,  for  example,  was  created  as  a  comprehen- 
sive bank  holding  company  to  promote  economic  development  in  a  distressed  32- 
county  rural  region  in  southern  Arkansas.  In  addition  to  a  bank  subsidiary  and  a 
real  estate  development  subsidiary.  Southern  has  a  nonprofit  afliliate  which  oper- 
ates several  loan  and  investment  funds  targeting  small  businesses  and  a  technical 
assistance  program  for  small  manufacturers.  These  various  development  activities 
are  used  to  reinforce  each  other  in  a  way  so  as  to  literally  transform  the  market 
dynamics  in  the  community.  With  its  affirmative  program  to  change  market  dynam- 
ics, Southern  creates  maiket  opportunities  which  make  it  easier  for  traditional 
banks  and  thrifl  institutions  to  lend  in  these  rural  areas. 

Many  successful  community  development  groups  do  not  have  the  affiliated  rela- 
tionships with  insured  depository  institutions — and  it  is  our  intention  to  encourage 
innovation  in  providing  development  services.  There  are  thousands  of  community 
development  corporations,  community  development  loan  funds,  micro-loan  funds  and 
other  organizations  with  the  capacity  to  provide  crucial  funding  to  their  commu- 
nities if  provided  the  capital  assistance.  These  organizations  will  receive  funding 
under  the  CDFI  legislation. 

Projects  funded  through  CDFIs  have  oflen  times  exceed  the  risk  levels  that  con- 
ventional lenders  are  willing  to  assume.  For  many  reasons,  some  conventional  lend- 
ers have  been  unable  or  unwilling  to  address  the  credit  needs  of  rural  communities. 
Start-up  companies,  without  strong  credit  histories  or  existing  assets,  are  unlikely 
to  receive  funding  from  conventional  sources.  The  1992  GAO  study  on  Rural  Credit, 
while  inconclusive  in  many  of  its  points,  stated  clearly  that  "small,  new,  growth-ori- 
ented businesses  .  .  .  rarely  have  access  to  conventional  financing  of  any  sort."  Yet 
it  is  those  companies,  along  with  expanding  small  businesses,  that  will  provide  the 
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majority  of  new  jobs  in  rural  and  urban  areas  of  our  Nation  over  the  next  ten  years. 
I  believe  that  the  CDFI  legislation  will  begin  to  expand  on  the  hmited  number  of 
CDFIs  that  are  currently  working  to  meet  the  credit  gap  in  their  distressed  areas. 

The  network  of  CDFIs  that  we  hope  to  encourage  through  this  legislation,  both 
the  insured  CDFI  with  affiliates  and  the  uninsured  CDFI,  will  provide  hope  to  the 
lives  of  rural  Americans  who  have  been  trapped  in  distressed  communities. 

I  hope  that  the  Members  of  this  Committee  and  the  Congress  will  move  quickly 
to  pass  the  "Community  Development  Banking  and  Financial  Institutions  Act  of 
1993." 

This  completes  my  formal  statement.  I  wish  to  thank  the  Conmiittee  for  this  op- 
portunity to  discuss  this  issue  and  I  will  be  happy  to  answer  any  questions  that  you 
may  have. 


PREPARED  STATEMENT  OF  EUGENE  A.  LUDWIG 
Comptroller  of  the  Currency 

Summary 

Mr.  Chairman  and  Members  of  the  Committee,  I  welcome  this  opportunity  to  dis- 
cuss the  Administration's  initiative  to  improve  the  implementation  and  enforcement 
of  the  Community  Reinvestment  Act  (CKA).  President  Clinton's  statement  earlier 
today  underscores  the  Administration's  commitment  to  making  sure  that  the  bene- 
fits of  the  banking  system  extend  to  all  segments  of  society.  In  consultation  with 
the  banking  and  thrift  industries,  community  groups,  and  the  other  bank  and  thrift 
regulatory  agencies,  the  OCC  will  work  vigorously  to  carry  out  the  President's  in- 
struction to  reform,  by  year-end,  the  methods  we  use  to  carry  out  our  responsibil- 
ities under  the  CRA.  By  reducing  regulatory  uncertainty  and  substituting  perform- 
ance for  process,  the  President's  re^rm  initiative  will  make  it  possible  to  reduce 
substantially  the  burden  that  banks  and  thrifts  face  in  complying  with  the  CRA. 

The  CRA  provides  a  framework  in  which  banks  and  conmiunity  groups  can  work 
together  to  bring  credit  and  other  banking  services  to  underserved  nei^borhoods. 
But  progress  in  carrying  out  the  goals  of  the  CRA  has  been  uneven,  in  part  because 
of  the  way  the  law  has  been  implemented.  The  standards  against  which  examiners 
currently  judge  CRA  performance  are  unclear  and  subjective,  resulting  in  inconsist- 
encies in  the  CRA  evaluations  made  by  different  examiners  and  by  different  bank- 
ing agencies.  The  banking  agencies'  reliance  on  the  corporate  application  process  for 
CRA  enforcement  has  led  to  further  inconsistencies.  In  effect,  banks  that  have  no 
corporate  applications  pending  are  not  always  held  to  the  same  standard  as  banks 
that  are  seeking  approval  for  mergers  and  acquisitions.  As  a  result,  the  benefits  of 
the  CRA  have  not  been  evenly  distributed. 

Most  seriously,  the  CRA  rating  system  has  focused  too  much  on  the  process  banks 
use  to  comply  with  the  law,  and  not  enough  on  the  results.  Bankers  consistently 
cite  CRA  as  one  of  the  most  burdensome  regulations  imposed  on  them,  while  com- 
munity groups  charge  the  banks  and  their  regulators  witn  failing  to  carry  out  their 
responsibilities  under  the  law. 

The  CRA  reform  initiative  announced  by  the  President  this  morning  is  intended 
to  address  these  concerns.  The  President  has  directed  the  regulatory  agencies  to  de- 
velop CRA  assessment  standards  that  are  based  more  on  measurable  performance; 
to  make  CRA  examinations  less  burdensome  and  more  consistent  and  even-handed; 
to  provide  the  public  with  better  information  on  CRA  evaluations;  and  to  take 
tougher  enforcement  actions  against  institutions  with  persistently  poor  CRA  per- 
formance. 

This  shift  in  emphasis  will  benefit  everyone.  Low-  and  moderate-income  commu- 
nities will  gain  from  increased  community  lending  and  investment  and  improved  ac- 
cess to  banking  facilities  and  services.  Banks  and  thrifts  will  gain  because  clearer, 
more  objective  CRA  standards  will  sharply  reduce  regulatory  uncertainty  and  com- 
pliance costs. 

The  key  to  the  President's  initiative  is  focusing  the  CRA  program  more  on  quan- 
tifiable measures  of  performance,  such  as  how  much  banks  and  thrills  lend  and  in- 
vest in  low-  and  moderate-income  neighborhoods,  how  accessible  they  are  to  their 
customers,  and  what  services  they  provide.  By  moving  to  a  system  that  is  based 
more  on  performance,  we  believe  that  we  can  increase  the  access  of  underserved 
neighborhoods  to  credit  and  other  banking  services,  while  at  the  same  time  reducing 
a  heavy  regulatory  burden  on  the  banking  and  thrift  industries.  This,  I  believe, 
would  bring  us  much  closer  to  the  original  intent  of  the  Community  Reinvestment 
Act. 
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Testimony 

Mr.  Chairman  and  Members  of  the  Committee,  I  welcome  this  opportunity  to  ap- 
pear before  you  today.  This  Committee  has  a  long  history  of  interest  in,  and  legisla- 
tive action  on  the  subjects  of  today's  hearing.  Mr.  Chairman,  your  predecessor.  Sen- 
ator Proxmire,  was  the  principal  author  of  the  Community  Reinvestment  Act  (CRA), 
and  you  and  your  colleagues  continue  to  be  national  leaders  in  the  areas  of  commu- 
nity development  and  community  reinvestment. 

Your  invitation  letter  asked  me  to  discuss  the  Administration's  initiative  to  im- 
prove the  implementation  and  enforcement  of  the  CRA.  President  CUnton's  state- 
ment earlier  today  underscores  the  Administration's  commitment  to  making  sure 
that  the  benefits  of  the  banking  system  extend  to  all  segments  of  society.  Fmding 
better  ways  to  encourage  depository  institutions  to  invest  in  their  local  communities 
is  an  important  part  of  that  commitment.  In  consultation  with  the  banking  and 
thrift  industries,  community  groups,  and  the  other  bank  and  thrift  regulatory  agen- 
cies, the  OCC  will  work  vigorously  to  carry  out  the  President's  instruction  to  reform, 
by  year-end,  the  methods  we  use  to  carry  out  our  responsibilities  under  the  CRA. 

ftesident  Clinton's  CRA  reform  initiative  is  critically  important  to  the  economic 
strength  of  the  United  States.  Across  the  Nation,  many  urban  and  rural  commu- 
nities urgently  need  credit  and  other  banking  services.  Millions  of  Americans  in 
thousands  of  low-  and  moderate-income  neighborhoods  cannot  conveniently  open  a 
bank  account,  borrow  money  to  buy  a  home,  or  get  a  small  loan  to  start  a  business 
or  keep  one  going.  For  these  Americans  and  their  neighborhoods,  the  President's  ini- 
tiative holds  the  promise  of  a  more  solid  foothold  in  the  economy,  and  a  brighter 
future.  At  the  same  time,  by  reducing  regulatory  uncertainty  and  substituting  per- 
formance for  process,  the  President's  reform  initiative  wiU  make  it  possible  to  re- 
duce substantially  the  burden  that  banks  and  thrifts  face  in  complying  with  the 
CRA. 

Background 

As  a  condition  of  their  charter,  all  national  banks,  and  many  state-chartered 
banks,  have  for  many  decades  been  recjuired  to  serve  the  convenience  and  needs  of 
their  communities.  The  Community  Remvestment  Act,  enacted  in  1977,  is  in  many 
respects  an  extension  of  this  longstanding  statutory  requirement.  The  Act  requires 
Federal  regulators  to  assess  the  record  of  each  bank  and  thrift  in  meeting  the  credit 
needs  of  its  community,  and  to  take  that  record  into  account  when  considering  cor- 
porate applications  for  charters  or  for  approval  of  mergers,  acquisitions,  or  branch 
openings  or  relocations. 

The  CRA  provides  a  framework  in  which  banks  and  community  groups  can  work 
together  to  bring  credit  and  other  banking  services  to  underserved  nei^borhoods. 
Under  the  impetus  of  the  CRA,  many  banks  have  opened  new  branches,  provided 
expanded  services,  and  made  substantial  commitments  to  state  and  local  govern- 
ments or  community  groups  to  increase  lending  in  low-  and  moderate-income  neigh- 
boiiioods. 

But  progress  in  carrying  out  the  goals  of  the  CRA  has  been  uneven,  in  part  be- 
cause of  the  way  the  law  has  been  implemented.  In  particular,  the  standards 
against  which  examiners  currently  judge  CRA  performance  are  unclear  and  subjec- 
tive, resulting  in  inconsistencies  in  the  CRA  evaluations  made  by  different  examin- 
ers and  by  different  banking  agencies.  Good  performance  often  goes  unrewarded, 
while  instances  of  inadequate  service  to  low-  and  moderate-income  neighborhoods 
may  escape  the  notice  of  regulators. 

The  banking  agencies'  reliance  on  the  corporate  application  process  for  CRA  en- 
forcement has  led  to  further  inconsistencies.  In  effect,  banks  that  have  no  corporate 
applications  pending  are  not  always  held  to  the  same  standard  as  banks  that  are 
seeking  approval  for  mergers  and  acquisitions.  As  a  result,  the  benefits  of  the  CRA 
have  not  been  evenly  distributed. 

The  credibility  of  the  CRA  process  has  been  cast  into  doubt  by  the  fact  that,  while 
many  neighborhoods  remain  seriously  underserved,  the  vast  majority  of  banks  re- 
ceive satisfactory  CRA  ratings.  Although  the  law  requires  the  regulatory  agencies 
to  disclose  to  the  public  the  basis  for  each  bank's  CRA  rating,  along  with  the  rating 
itself,  the  information  released  by  the  agencies  has  not  always  allowed  members  of 
the  public  to  form  a  clear  understanding  of  the  judgments  behind  a  bank's  CRA  rat- 
ine. 

Most  seriously,  the  CRA  rating  system  has  focused  too  much  on  the  process  banks 
use  to  comply  with  the  law,  and  not  enough  on  the  results.  CRA  regulations  spell 
out  in  great  aetail  the  contents  of  CRA  notices  that  banks  must  post  in  their  branch 
lobbies,  the  files  of  CRA  evaluations  and  public  comments  that  they  must  make 
available  for  public  inspection,  and  how  they  should  delineate  the  communities  they 
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serve.  Banks  have  felt  it  necessary  to  devote  significant  resources  to  documenting 
their  compliance  with  these  requirements,  and  to  documenting  their  meetings  with 
community  groups.  The  assessment  factors  currently  used  by  OCC  examiners  in 
CRA  evaluations  concentrate  too  heavily  on  such  efforts,  even  when  they  result  in 
few,  if  any,  community  loans  and  investments.  Bankers  complain,  with  some  ius- 
tiflcation,  that  the  current  implementation  of  the  CRA  results  in  excessive  burden, 
relative  to  the  benefits  that  the  system  produces. 

This  outcome  satisfles  no  one.  Bankers  consistently  cite  CRA  as  one  of  the  most 
burdensome  regulations  imposed  on  them,  while  community  groups  charge  the 
banks  and  their  regulators  with  failing  to  carry  out  their  responsibilities  unifer  the 
law. 

Nothing  points  out  the  inadequacies  of  the  current  CRA  system  more  clearly  than 
the  debate  that  has  raged  for  the  past  several  years  over  whether  banks  that  receive 
strong  CRA  ratings  should  enjoy  a  "safe  harbor"  from  CRA-related  challenges  to  cor- 
porate applications.  If  CRA  ratings  enjoyed  broader  credibility — if  banks  and  com- 
munity groups  could  agree  that  an  outstanding  rating  signified  genuinely  outstand- 
ing periormance — banks  would  not  need  such  a  sale  harbor,  because  community 
groups  would  see  little  to  be  gained  by  challen^ng  banks  with  strong  ratings.  One 
of  the  principal  goals  of  the  President  s  reform  initiative  is  to  achieve  a  CRA  rating 
system  that  commands  respect  from  all  parties. 

New  CRA  Initiatives 

The  CRA  reform  initiative  announced  by  the  President  this  morning  is  intended 
to  address  these  concerns.  The  President  has  directed  the  regulatory  agencies  to  de- 
velop CRA  assessment  standards  that  are  based  more  on  measurable  performance; 
to  make  CRA  examinations  less  burdensome  and  more  consistent  and  even-handed; 
to  provide  the  public  with  better  information  on  CRA  evaluations;  and  to  take 
tougher  enforcement  actions  against  institutions  with  persistently  poor  CRA  per- 
formance. 

Performance-based  Standards 

The  most  important  step  that  regulators  can  take  to  improve  CRA  implementation 
is  to  base  CRA  evaluations  more  on  an  institution's  record  in  meeting  local  needs 
for  loans  and  other  banking  services,  and  less  on  process  and  documentation.  This 
shift  in  emphasis  will  benefit  everyone.  Low-  and  moderate-income  communities  will 

gain  from  increased  community  lending  and  investment  and  improved  access  to 
anking  facilities  and  services.  Banks  and  thrifls  will  gain  because  clearer,  more  ob- 
jective CRA  standards  will  sharply  reduce  regulatory  uncertainty  and  compliance 
costs. 

CRA  evaluations  cannot  be  based  entirely  on  fixed  numerical  performance  stand- 
ards, however.  CRA  standards  must  allow  examiners  to  recognize  the  particular  cir- 
cumstances of  each  community  and  each  bank.  But  between  a  rigid  system  of  nu- 
merical targets  and  the  system  we  have  today,  there  is  considerable  room  for  im- 
provement. Accordingly,  the  OCC  will  work  with  the  other  Federal  banking  agen- 
cies, bankers,  and  community  groups  to  develop  CRA  guidelines  that  use  both  quan- 
tifiable and  judgmental  factors  to  evaluate  a  institution's  performance  in  meeting 
the  needs  of  its  community. 

I  cannot  tell  the  Committee  precisely  what  form  the  revised  CRA  guidelines  wiU 
take:  what  elements  of  performance  will  go  into  CRA  ratings,  or  how  they  will  be 
measured.  These  are  matters  that  will  be  determined  by  the  banking  agencies,  in 
consultation  with  community  organizations  and  bankers  from  around  the  country, 
in  the  months  ahead.  The  general  goals  of  the  guidelines,  however,  are  clear:  to  base 
CRA  ratings  to  a  greater  extent  on  the  degree  to  which  institutions  actually  provide 
credit  and  other  banking  services  to  the  communities  in  which  they  do  business,  and 
to  reduce  compliance  costs.  The  President  mentioned  three  broad  categories  of  com- 
munity reinvestment  activities  that  revised  CRA  guidelines  might  include:  lending 
to  low-  and  mode  rate -income  individuals  and  neighborhoods,  small  businesses,  and 
small  farms;  investing  in  the  local  community,  with  a  particular  focus  on  low-  and 
moderate-income  neighborhoods;  and  providing  banking  services  to  residents  of  low- 
and  moderate-income  neighborhoods. 

I  will  discuss  each  of  those  categories  briefly.  I  wish  to  make  clear,  however,  that 
my  remarks  are  highly  preliminary;  thus  I  can  only  speak  about  goals,  and  not  spe- 
cific solutions.  We  nave  not  yet  begun  the  process  of  consultation  with  industry  and 
community  groups  that  will  shape  the  final  outlines  of  the  reform  initiative. 

•  Lending.  The  CRA  states  that  banks  and  thrifls  have  a  continuing  and  affirma- 
tive obngation  to  help  meet  the  credit  needs  of  their  local  communities.  The  most 
obvious  way  for  banks  and  thrifts  to  meet  this  obligation  is  through  community- 
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based  lending,  such  as  residential  mortgage  loans,  home  improvement  loans, 
consumer  loans,  and  loans  to  small  businesses  and  farms.  Measures  of  the  volume 
and  geographical  distribution  of  such  lending  are  therefore  likely  to  play  a  large 
role  in  the  revised  CRA  guidelines. 

I  would  emphasize  that  the  CRA  does  not  call  upon  any  institution  to  make 
loans  that  it  ooes  not  expect  to  collect.  Loans  for  which  institutions  receive  CRA 
credit  are  subject  to  the  same  credit  underwriting  standards  and  prudential  su- 
pervision as  any  other  credit,  and  should  pose  no  more  risk  to  the  lender. 

•  Investment.  In  addition  to  direct  lending,  banks  can  invest  in  their  conununities 
by  investing  in  Community  Development  Corporations,  Community  Development 
Projects,  Community  Development  Financial  Institutions,  or  bonds  issued  by  local 
governments.  Such  investments  give  banks  the  flexibility  to  address  community 
financing  needs  that  they  could  not  meet  themselves  because  of  legal  restrictions 
on  direct  investments  by  insured  depository  institutions.  For  example,  invest- 
ments in  Community  Development  Corporations  and  Community  Development 
Projects  are  the  only  way  that  national  banks  can  legally  purchase  the  stock  of 
a  conununity  development  organization,  provide  equity  to  low-income  housing 
projects,  provide  equity  or  second-lien  financing  to  smaU  businesses,  or  invest  in 
securities  that  are  not  investment  graded.  Such  investments  receive  CRA  ciedit 
today,  and  they  should  continue  to  do  so. 

While  investments  in  Community  Development  organizations  can  serve  commu- 
nity needs,  they  should  continue  to  be  only  one  of  several  elements  that  regulators 
consider  when  evaluating  a  bank's  CRA  performance.  Institutions  should  not  be 
permitted  to  discharge  their  entire  CRA  obligation  simply  by  writing  a  check  to 
a  Community  Development  organization.  Such  organizations  usually  have  a  lim- 
ited scope  of  operation;  they  are  not  designed  to  address  the  full  range  of  credit 
needs  in  any  local  community;  and  there  are  limitations  on  the  amount  of  funds 
that  banks  are  permitted  to  invest  in  them. 

•  Banking  Services.  The  third  area  highlighted  by  the  President  is  the  provision  of 
services.  In  order  to  help  meet  the  credit  needs  of  its  conmiunity,  institutions  need 
to  be  accessible  to  the  residents  of  low-  and  moderate-income  neighborfioods.  The 
location  of  branches  in  low-  and  moderate-income  neighborhoods  should  therefore 
receive  credit  in  CRA  assessments.  Branches  can  also  be  used  to  provide  other  es- 
sential banking  services,  such  as  credit  counseling  and  financial  planning  and 
low-cost  transaction  services.  Such  services  can  be  particularly  important  to  resi- 
dents of  low-  and  moderate-income  neighborhoods,  who  may  have  less  financial 
experience,  and  may  therefore  need  more  assistance  than  other  bank  customers 
in  obtaining  credit. 

As  we  develop  new  CRA  standards,  we  must  recognize  the  diversity  of  the  institu- 
tional and  community  settings  in  which  banks  and  thrifts  operate.  How  any  particu- 
lar institution  meets  its  CRA  obligations  will  depend  on  a  variety  of  factors  includ- 
ing its  overall  business  strategy,  size,  financial  resources,  corporate  structure,  loca- 
tion, and  the  needs  of  the  community  in  which  it  operates.  While  all  institutions 
must  strive  to  meet  CRA  requirements,  we  must  recognize  that  smaller  community 
banks  simply  cannot  engage  in  the  same  type  of  sophisticated  efforts  (such  as 
geocoding)  as  large  banks  in  order  to  demonstrate  that  their  CRA  performance  is 
satisfactory. 

The  agencies  must  also  seek  to  improve  their  methods  for  assessing  the  CRA  per- 
formance of  community  banks,  rural  banks,  and  limited-service  institutions  such  as 
credit  card  banks.  An  institution  should  not  automatically  be  presumed  to  have  a 
satisfactory  record  of  performance  simply  because  it  falls  into  one  of  these  cat- 
egories. But  the  methods  used  to  assess  CRA  performance  must  take  account  of  the 
particular  circumstances  of  institutions  that  occupy  specialized  market  niches,  as 
well  as  the  size  and  resources  of  the  institution. 

Examination  Procedures 

Current  CRA  examination  procedures  attempt  to  provide  guidance  to  examiners 
and  institutions  regarding  what  constitutes  satisfactory  CRA  performance.  In  their 
current  form,  however,  the  procedures  are  highly  subjective.  This  subjectivity  can 
lead  to  inconsistencies  in  the  CRA  assessments  made  by  two  examiners  at  the  same 
agency,  as  well  as  inconsistencies  among  agencies.  Such  inconsistencies  are  inequi- 
table to  the  institutions  being  examined,  and  make  it  difficult  for  members  of  the 
public  to  make  meaningful  comparisons  of  the  CRA  performance  of  different  banks. 
As  part  of  the  President's  initiative,  the  agencies  will  rewrite  their  examination  pro- 
cedures to  make  greater  use  of  quantifiable  measures  that  clearly  gauge  CRA  per- 
formance, and  thereby  make  the  procedures  clearer  and  less  burdensome. 
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Public  Participation 

Because  public  participation  is  critical  to  the  successful  evaluation  of  an  institu- 
tion's record  of  ascertaining  tind  meeting  community  credit  needs,  guidance  to  exam- 
iners should  make  it  clear  that  they  should  solicit  input  from  the  public  about  an 
institution's  CRA  record  as  part  of  the  examination  process.  To  emphasize  the  im- 
portance of  this  aspect  of  CRA  evaluations,  OCC  compliance  staff  in  etu;h  District 
will  meet  regularly  with  community  groups  for  the  purpose  of  soliciting  their  views 
on  community  credit  needs  and  the  performance  of  national  banks  in  meeting  them. 

CRA  performance  evaluations  should  thoroughly  explain  the  quantitative  and 
judgmental  factors  that  lead  to  the  assignment  of  a  particular  rating  to  an  institu- 
tion. The  evaluations  should  be  sufficiently  standardized  to  permit  meaningful  com- 
parisons of  ratings,  including  comparisons  of  institutions  regulated  by  different 
agencies. 

CRA  performance  evaluations  should  also  be  readily  accessible  to  the  public.  Cur- 
rently, members  of  the  public  can  obtain  copies  of  a  bank's  CRA  performance  eval- 
uation either  from  the  bank  or  from  its  primary  Federal  regulator.  Under  current 
practices,  access  can  be  difficult.  Banks  and  thrifts  are  required  only  to  make  the 
evaluation  available  at  one  branch.  The  agencies  have  separate  systems  for  provid- 
ing evaluations.  A  member  of  the  public  who  wanted  to  compare  the  ratings  of  sev- 
eral institutions  may  have  to  go  to  the  effort  of  contacting  three  different  agencies. 
Given  the  importance  of  public  participation  in  the  CRA  process,  the  agencies  will 
work  together  to  see  how  they  can  ensure  better  public  access  to  CRA  performance 
evaluations. 

TYaining 

The  OCC  htis  been  criticized  for  being  the  only  Federal  bank  regulatory  agency 
not  to  have  established  a  specialized  corps  of  examiners  devoted  to  compliance  pro- 
grams such  as  CRA.  We  are  now  in  the  process  of  setting  up  a  program  that  will 
train  at  least  100  specialist  compliance  examiners.  Under  the  new  compliance  train- 
ing program,  all  examiners  will  receive  expanded  training  and  experience  in  compli- 
ance programs  during  the  early  years  of  their  career.  After  a  period  of  training, 
OCC  examiners  will  choose  to  focus  either  on  safety  and  soundness  or  on  compli- 
ance. We  believe  this  program  offers  the  best  of  both  worlds:  an  examination 
workforce  with  special  expertise  in  particular  areas,  but  conunon  training  and  basic 
experience  in  all  aspects  of  bank  examination. 

Enforcement 

Enforcement  of  CRA  compliance  currently  rests  largely  on  the  banking  agencies' 
authority  to  deny  corporate  applications  from  institutions  with  unsatisfactory  CRA 
records.  This  provides  regulators  with  some  leverage  over  institutions  that  6u^  large 
enou^  to  face  frequent  branch  opening  or  relocation  decisions,  or  that  are  active 
in  mergers  and  acquisitions.  While  few  corporate  applications  received  from  such  in- 
stitutions are  denied  outright  on  the  basis  of  CRA  concerns,  many  are  approved  con- 
ditionally, with  the  institution  being  required  to  make  improvements  in  its  CRA 
performance  before  it  can  go  forward  with  an  acquisition  or  merger. 

But  institutions  that  are  not  planning  to  make  any  corporate  applications  have, 
until  now,  faced  almost  no  consequences  for  unsatisfactory  CRA  performance,  aside 
from  the  public  relations.  As  part  of  the  President's  initiative,  regulators  will  inves- 
tigate ways  to  ensure  satisfactory  CRA  performance  on  the  part  of  all  insured  depos- 
itory institutions,  and  to  take  credible  enforcement  action  against  institutions  that 
have  had  persistently  poor  CRA  performance  and  that  have  been  directed  by  regu- 
lators to  take  remedial  action  and  have  failed  to  do  so. 

Conclusion 

The  key  to  the  President's  initiative  is  focusing  the  CRA  program  more  on  quan- 
tifiable measures  of  performance,  such  as  how  much  banks  and  thrifts  lend  and  in- 
vest in  low-  and  moderate-income  neighborhoods,  how  accessible  they  are  to  their 
customers,  and  what  services  they  provide.  By  moving  to  a  system  that  is  based 
more  on  performance,  we  believe  that  we  can  increase  the  access  of  underserved 
neighborhoods  to  credit  and  other  banking  services,  while  at  the  same  time  reducing 
a  heavy  regulatory  burden  on  the  banking  and  thrift  industries.  This,  I  believe, 
would  bring  us  closer  to  the  original  intent  of  the  Community  Reinvestment  Act. 
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PREPARED  STATEMENT  OF  RONALD  H.  BROWN 
Secretary  of  Commerce 

Chairman  Rie^le  and  Members  of  the  Committee,  I  am  deHghted  to  lend  my  sup- 
port to  the  Admmistration's  Community  Development  Banking  and  Financial  insti- 
tutions proposal.  The  proposal  addresses  a  critical  need  for  capital  in  many  of  the 
Nation's  communities  ana  I  commend  the  Committee  for  taking  up  this  legislation. 

Because  Secretary  Bentsen  has  testified  about  the  contours  of  the  proposal,  I 
would  like  to  focus  on  one  aspect  of  the  proposal — its  ability  to  generate  capital  for 
financing  business  formation  and  growth  in  many  of  the  Nation  s  neediest  commu- 
nities. 

The  most  important  factor  in  revitalizing  our  urban  and  rural  communities — and 
putting  people  oack  to  work — is  the  adoption  of  policies  that  increase  the  rate  of 
Dusiness  formation  and  expansion  within  those  communities.  Decades  of  job  flight 
have  left  too  many  people  in  the  communities  unemployed  and  underemployed.  If 
we  can  expand  existmg  Businesses  and  encourage  new  business  formation,  jobs  will 
be  created  and  conununities  will  be  reborn. 

To  do  that,  communities  need  capital.  Loans  to  purchase  and  expand  businesses, 
credit  for  industrial  mortgages,  capital  to  modernize  plants  and  equipment,  financ- 
ing for  new  businesses,  and  working  capital  for  existing  businesses  are  all  essential 
to  the  economic  survival  and  vitality  of  Dusinesses  in  distressed  areas.  As  the  exist- 
ing community  banks  have  shown  in  Chicago,  Michigan  and  North  Carolina,  credit 
can  make  the  difference  in  restoring  economic  life  to  a  community. 

When  commercial  credit  is  available  in  an  area,  the  results  are  real — factories 
modernize,  new  industries  move  in,  commercial  strips  thrive,  and  small  businesses 
expand  and  create  jobs.  Areas  denied  credit,  on  the  other  hand,  contain  empty  store- 
fronts, abandoned  warehouses  and  factories — and  increasing  unemployment. 

When  it  comes  to  starting  a  business,  it  is  too  often  the  case  that  it  "takes  money 
to  make  money."  In  the  past,  financing  was  oft^n  available  on  the  basis  of  reputa- 
tion, character  and  relationships  with  local  banks,  but  minorities  and  women  were 
oft«n  locked  out  of  the  process.  Today,  in  the  face  of  competitive  pressures  in  a  de- 
regulated banking  industry  and  industry  consolidation,  large  banks  are  focusing  on 
prime  deals  and  large  companies. 

We  need  to  fill  this  credit  gap.  Small  businesses  are  the  engine  of  economic 
growth  and  job  formation.  Small  businesses  located  in  prosperous  communities  often 
nave  access  to  credit.  A  recent  Woodstock  Institute  study  of  business  lending  in  the 
Chicago  area  found  that  two-thirds  of  all  commercial  loan  dollars  went  to  businesses 
located  in  the  more  prosperous  suburbs.  And  the  commercial  loan  dollars  that  re- 
mained within  the  City  of  Chicago  were  highly  concentrated  in  or  near  the  central 
business  district. 

That  pattern  of  loan  activity  ignores  many  small  businesses.  The  culture  at  many 
mainstream  lending  institutions  has  not  been  conducive  to  small  business  lending 
in  low-  or  moderate-income  communities.  Because  of  the  perception  that  small  busi- 
ness lending  is  substantially  more  risky  than  other  types  of  lending,  many  institu- 
tions are  reluctant  to  make  these  types  of  loans.  In  addition,  mainstream  lenders 
frequently  specialize  in  secured  and  asset-based  financing,  while  most  small  busi- 
nesses have  neither  and,  as  a  result,  are  not  adequately  served  by  existing  lenders. 
This  reluctance  to  lend  is  further  magnified  when  the  small  business  is  located  in 
a  low-  or  moderate-income  community  or  when  the  lender  is  located  outside  of  the 
small  businesses'  community.  As  a  result,  small  businesses  located  in  these  commu- 
nities, while  risk  worthy,  remain  credit  poor. 

We  all  lose — and  some  of  us  lose  jobs  very  directly — when  some  small  businesses 
cannot  obtain  credit  for  which  they  are  worthy.  We  will  not  be  able  to  reverse  the 
cycle  of  poverty  and  urban  decay  unless  we  make  sure  capital  is  available  to  enable 
residents  to  rekindle  economic  growth  in  their  neighborhoods. 

To  be  sure,  economic  revitalization  will  require  a  comprehensive  approach  that  in- 
cludes a  trained  workforce,  adequate  infrastructure,  a  hospitable  business  environ- 
ment, and  access  to  technology.  The  Administration  wUl  deal  with  each  of  these 
needs. 

But  the  legislation  before  you,  the  Administration's  Community  Development 
Banking  and  Financial  Institutions  proposal,  is  a  key  one  because  it  will  encourage 
the  development  of  community-based  financial  institutions  that  can  provide  the  cap- 
ital needea  for  business  formation  not  adequately  served  by  other  providers. 

In  the  few  areas  in  which  they  now  exist,  community  development  banks  and  cor- 
porations, credit  unions,  and  other  loan  funds  have  recognized  the  opportunity  com- 
munity-based lending  provides.  They  have  made  a  commitment  to  make  funds  avail- 
able in  distressed  areas  and  have  been  willing  to  work  with  minorities  and  other 
residents.  The  Administration's  proposal  will  serve  as  a  catalyst  to  establishing 
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more  of  these  institutions  by  providing  an  additional  source  of  funds  that  can  in 
turn  leverage  other  funds  from  the  private  sector.  I  am  genuinely  excited  about  this 
Administration  initiative,  which  is  well-designed  to  target  precious  Federal  re- 
sources to  places  where  they  can  have  the  biggest  impact: 

•  First,  it  will  revitalize  communities  by  assisting  institutions  that  will  serve  a  tar- 
get population,  that  is,  an  identifiable  group  of  low-income  or  disadvantaged  per- 
sons tnat  are  underserved  by  existing  financial  institutions.  Or  they  may  serve 
an  "investment  area,"  such  as  an  area  designated  as  an  empowerment  zone  or  en- 
terprise community. 

•  Sea)nd,  it  will  provide  funding  to  institutions  with  expertise  in  lending  by: 

— requiring  applicants  to  demonstrate  a  record  of  achievement  in  serving  target 
populations  or  investment  areas,  and  by 

— including  selection  criteria  that  ensure  that  applications  are  considered  on  the 
likelihood  of  success  and  the  comprehensiveness  of  services  that  are  to  be  pro- 
vided. 

•  Third,  it,  will  direct  funding  towards  measurable  and  attainable  goals  by  ensuring 
that  eligible  institutions  use  the  assistance  to  support  activities  that  are  likely  to 
lead  to  revitalization  of  the  communities,  like  business  creation  and  expansion 
and  business  counseling. 

As  one  of  the  five  Federal  representatives  on  the  Board  that  would  oversee  the 
operations  of  the  Fund,  I  look  forward  to  working  with  my  fellow  Cabinet  members 
and  other  board  members  to  ensure  the  new  program  is  a  success.  Over  time,  I  be- 
lieve it  will  have  a  significant  impact  in  meeting  the  credit  needs  of  minority  and 
other  entrepreneurs  located  in  some  of  our  neediest  urban  and  rural  communities. 

The  Commerce  Department  will  make  sure  that  its  resources  support  the  efforts 
of  the  new  Community  Development  Banking  and  Financial  Institutions  Fund  that 
will  be  administering  the  program.  The  Department  has  considerable  management 
and  technical  assistance  resources  at  the  Minority  Business  Development  Agency 
(MBDA),  the  Economic  Development  Administration  (EDA),  the  National  Institute 
of  Standards  and  Technology  (NIST),  and  the  International  Trade  Administration 
(ITA). 

•  MBDA  currently  funds  103  business  development  centers  where  minority  entre- 
preneurs can  obtain  assistance  in  developing  business  plans,  identifying  sources 
of  capital,  and  receiving  information  and  linkages  to  growth  industries. 

•  EDA  provides  planning  and  technical  assistance  for  businesses  and  communities 
through  its  grant  programs. 

•  NIST  funds  manufacturing  technology  centers  that  assist  small-  and  medium- 
sized  manufacturers  in  the  use  of  manufacturing  technology,  integrating  new 
technology  into  older  systems,  advising  on  types  of  job  training,  and  coordinating 
and  disseminating  manufacturing  and  business  information  scattered  throu^out 
the  Government. 

•  ITA  provides  export  counseling  to  small,  mid-sized  and  large  companies  seeking 
to  enter  or  expand  exports  in  foreign  markets.  We  operate  a  network  of  about  200 
domestic  and  foreign  offices  that  provide  business  counseling  to  such  companies. 
Counseling  includes  providing  information  on  export  financing,  establishing  trade 
events,  creating  "business  leads"  lists,  and  providing  information  on  particular 
markets. 

We  will  work  to  coordinate  these  technical  assistance  services  and  to  make  them 
available  to  Community  Development  Financial  Institutions  and  their  customers. 

Thank  you  for  providing  me  this  opportunity  to  testify.  I  was  anxious  to  testify 
today,  even  if  it  had  to  be  from  a  distance.  I  look  forward  to  working  with  the  Com- 
mittee to  move  swiftly  on  the  Administration's  proposal. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  RBEGLE 

FROM  LLOYD  M.  BENTSEN 

Q.l.  Senate  Support  and  Previous  Legislative  Action — Last 
year,  as  part  of  the  1992  Housing  Act,  I  authored  a  demonstration 
program  that  would  assist  the  formation  of  new  and  the  expansion 
of  existing  community-oriented  lenders.  That  initiative  was  sup- 
ported by  the  Senate  and  enacted  into  law. 

Can  you  explain  to  the  Committee  the  major  similarities  and  dif- 
ferences between  the  Administration's  initiative  and  the  provision 
supported  by  the  Senate  last  year? 

A.1.  The  major  similarity  is  that  both  Community  Development  Fi- 
nancial Institutions  (CDFIs)  initiatives  seek  to  fund  a  variety  of  ex- 
isting CDFIs  through  the  use  of  financial  and  technical  assistance. 
Both  initiatives  have  mechanisms  for  input  from  representatives  of 
various  agencies  and  community  groups  and  would  require  institu- 
tions to  go  through  an  application  and  selection  process  for  assist- 
ance. In  addition,  both  initiatives  are  careful  not  to  diminish  the 
supervisory  authority  of  the  Federal  banking  agencies.  The  major 
differences  are  that:  (i)  the  Administration's  Fund  will  be  a  sepa- 
rate agency,  whereas  the  Housing  Act  demonstration  is  housed  in 
HUD;  (ii)  the  Administration's  bill  expressly  permits  direct  equity 
investments  in  CDFIs  and  allows  the  Fund  to  make  deposits  or 
take  membership  shares  in  CDFIs;  (iii)  the  Administration's  bill 
permits  assistance  to  a  wider  array  of  types  of  CDFIs;  and  (iv)  the 
Administration's  bill  contains  dollar  caps  on  assistance  and  re- 
quires non-Federal  matches  for  all  assistance  except  technical  as- 
sistance and  certain  deposits. 

Q.2.  Riegle/Sarbanes  Letter — In  February,  Housing  Subcommit- 
tee Chairman  Sarbanes  and  I  sent  a  letter  to  President  Clinton 
asking  that  the  Administration's  community  development  initiative 
adhere  to  three  basic  principles: 

•  It  should,  in  no  manner,  weaken  enforcement  of  the  Community 
Reinvestment  Act  or  the  obligations  of  insured  depositories  to 
provide  credit  in  low  income  or  minority  communities; 

•  It  should  build  on  the  existing  network  of  community-oriented  fi- 
nancial institutions  that  have  a  primary  mission  of  facilitating 
revitalization;  and 

•  It  should,  in  no  way,  threaten  the  safe  and  sound  management 
of  insured  depository  institutions  that  might  be  eligible  for  as- 
sistance. 

Could  you  explain  to  the  Committee  how  the  Administration's 
proposal  responds  to  each  of  the  issues  raised  in  that  letter? 
A.2.a.  The  Administration's  bill  contains  no  language  whatsoever 
that  addresses  CRA  requirements.  It  is  our  position  that  the  CDFIs 
initiative  is  best  viewed  as  complementary  to  CRA,  but  in  no  way 
is  it  a  trade-off  for  CRA  obligations.  The  Administration  believes 
that  the  effectiveness  of  CRA  will  be  increased  by  enhancing  the 
role  of  traditional  depository  institutions  with  respect  to  commu- 
nity reinvestment  and  strengthening  CRA  enforcement  procedures. 
A.2.b.  The  Administration's  bill  specifically  provides  for  support  to 
a  wide  variety  of  existing  types  of  CDFIs  including  insured  Com- 
munity Development  Banks  (CDBs)  and  credit  unions,  community 
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development  loan  funds,  community  development  corporations, 
micro-enterprise  loan  funds  and  minority  banks,  among  others.  All 
of  these  nontraditional  lenders  are  characterized  by  a  primary  mis- 
sion of  community  development. 

A.2.C.  The  safety  and  soundness  of  insured  depository  institutions 
would  not  be  compromised  in  any  way  by  our  program.  Insured 
CDBs  and  credit  unions  would  continue  to  be  fully  supervised  by 
their  primary  regulators  and  would  still  have  to  meet  all  capital 
and  operating  standards  imposed  on  insured  institutions. 

Q.3.  Impact — ^The  President's  long-term  investment  package  pro- 
poses $382  million  in  funding  over  four  years  for  this  initiative. 

a.  Assuming  the  initiative  is  enacted  and  receives  full  funding, 
how  many  institutions  and/or  communities  do  you  expect  to  serve? 

b.  How  much  in  non-Federal  funding  might  be  leveraged  for  com- 
munity development  purposes  as  a  result  of  Federal  assistance? 
A.3^.  Assuming  our  request  for  $382  million  over  four  years  is 
granted,  the  number  of  CDFIs  (and  by  implication  the  number  of 
communities)  that  might  be  served  will  depend  upon  various  fac- 
tors. At  one  extreme,  if  all  of  the  available  funds  were  to  be  used 
for  assistance  to  insured  CDBs  at  the  maximum  of  $5  million  per 
application,  as  many  as  68  CDBs  could  be  assisted.  On  the  other 
hand,  if  all  of  the  available  funds  were  to  be  used  for  assistance 
to  non-insured  CDFIs  at  the  maximum  of  $2  million  per  application 
as  many  as  170  CDFIs  could  be  assisted.  Realistically,  of  course, 
these  projections  can  change  substantially  depending  upon  the  ac- 
tual average  assistance  per  applicant  extended  by  the  Fund  and 
the  mix  of  institutions  assisted. 

A.3.b.  Again,  the  amount  of  non-Federal  funding  that  might  be  le- 
veraged will  depend  upon  the  types  of  CDFIs  assisted  and  the  na- 
ture of  assistance  provided. 

For  example,  our  bill  requires  that  equity  assistance  to  insured 
CDBs  be  matched  by  no  less  than  one  dollar  of  non-Federal  monies 
for  every  dollar  received  from  the  Fund.  Accordingly,  if  all  of  the 
available  funds  were  used  for  equity  investments  in  CDBs  and 
matched  by  an  equal  amount  of  private  equity  investment,  new  eq- 
uity capital  for  CDBs  would  double  in  amount.  Over  time,  as  CDBs 
funded  themselves  with  private  deposits  and  made  community  de- 
velopment loans  the  benefits  of  additional  leveraging  of  as  much  as 
eight  or  ten  times  equity  capital  would  be  realized.  This  would 
probably  represent  the  outside  limit  of  leveraging  through  Fund  as- 
sistance, and  it  would  decline  rapidly  as  non-equity  assistance  is 
provided  and  non-depository  CDFIs  are  assisted. 

Q.4.  Eligible  Institutions — ^The  success  of  South  Shore  Bank  and 
other  community-oriented  financial  institutions  has  prompted 
many  cities  to  explore  the  feasibility  of  creating  new  institutions  to 
help  distressed  neighborhoods. 

a.  What  types  of  institutions  should  receive  Federal  support  from 
the  proposed  Federal  initiative? 

b.  What  types  of  Community  Development  Financial  Institutions 
are  most  easily  replicable? 

c.  What  criteria  should  organizations  be  required  to  meet  to 
qualify  for  assistance? 


65 

d.  How  are  Community  Development  Financial  Institutions  dis- 
tinct from  commercial  banks  and  thrifts? 

e.  What  are  the  greatest  impediments  to  the  formation  of  new 
and  the  expansion  of  existing  Community  Development  Financial 
Institutions?  How  will  this  initiative  address  those  impediments? 
A.4^.  A  wide  variety  of  CDFIs  are  eligible  for  assistance  from  the 
Fund.  The  particular  CDFIs  to  be  assisted  will  have  to  qualify  for 
assistance  by  meeting  a  number  of  application  and  selection  cri- 
teria. Among  others,  these  criteria  are  designed  to  ensure  that  the 
primary  mission  of  the  applicant  is  community  development  and 
that  the  applicant  has  the  management  capability,  private  funding, 
strategic  plan,  and  community  involvement  to  make  effective  use 
of  Fund  assistance.  Those  applicants  that  best  meet  these  criteria 
should  receive  Fund  assistance. 

A.4.b.  The  fact  that  certain  types  of  CDFIs  are  most  easily  rep- 
licated, does  not  mean  that  Fund  resources  will  be  concentrated 
primarily  on  those  organizations.  Each  application  for  assistance 
from  the  Fund  will  be  reviewed  carefully  in  terms  of  the  potential 
benefits  to  be  brought  to  a  targeted  community.  At  any  given  point 
in  time,  the  types  of  CDFIs  best  meeting  application  and  selection 
criteria  can  be  expected  to  vary  considerably. 

However,  if  the  current  numbers  of  organizations  can  be  used  as 
a  guide,  community  development  corporations  (CDCs)  would  ap- 
pear to  be  the  type  of  CDFI  most  easily  replicated.  There  now  ap- 
pears to  be  in  the  neighborhood  of  1,000  or  more  CDCs  with  a  vari- 
ety of  public  and  private  sponsors,  which  far  surpasses  any  other 
type  of  CDFI.  As  often  as  not  CDCs  are  organized  to  finance  and 
manage  specific  community  development  projects  and/or  services 
ranging  from  affordable  housing  and  small  business  support  to 
health  care  and  skills  training. 

A.4.C.  Among  other  things,  to  qualify  for  assistance  from  the  Fund, 
CDFIs  must  demonstrate  that  their  primary  mission  is  the  pro- 
motion of  community  development,  they  have  community  represen- 
tation and  support  for  their  proposed  activities,  they  have  sources 
of  private  funding  to  match  Fund  assistance,  if  required,  their 
management  capacity  enables  them  not  to  be  dependent  on  the 
Fund  within  5  years,  and  they  have  a  comprehensive  strategic  plan 
for  meeting  the  need  in  the  target  area  or  population. 
A.4.d.  Unlike  traditional  banks  and  thrifls,  most  CDFIs  are  non- 
insured,  non-depository,  and  unregulated  institutions.  Moreover, 
the  typical  CDFI  is  a  non-profit  organization  with  a  primary  mis- 
sion of  community  development.  This  mission  is  not  compromised 
by  considerations  of  maximizing  returns  to  shareholders,  although 
other  marketplace  factors  concerning  sound  management  and  the 
maintenance  of  sufficient  capital  or  capital  equivalents  would  still 

apply- 
Even  fully  regulated  and  insured  CDFIs  such  as  the  South  Shore 
Bank  of  Chicago  or  the  Self-Help  Credit  Union  of  North  Carolina 
operate  in  a  manner  distinct  from  traditional  depository  institu- 
tions. For  example,  both  of  these  institutions  exist  specifically  to 
provide  capital  to  rebuild  lower-income  communities.  In  doing  this, 
these  organizations  have  established  profit  and  nonprofit  affiliates 
that  undertake  activities  involving  venture  capital  for  small  busi- 
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nesses,  micro-enterprise  loans,  technical  assistance,  and  the  provi- 
sion of  affordable  housing,  among  others. 

Ai4.e.  The  greatest  impediments  to  the  formation  of  new  and  the 
expansion  of  existing  CDFIs  is  the  lack  of  equity  capital  and  tech- 
nical know-how. 

A  strong  capital  base  is  important  to  the  long-term  success  of  any 
CDFI.  Strong  capital  provides  a  CDFI  with  a  foundation  for  stabil- 
ity and  long-term  operations,  and  it  reassures  potential  contribu- 
tors, or  other  sources  of  funds,  that  the  CDFI  has  the  wherewithal 
to  absorb  losses  without  failing. 

Also,  there  is  a  critical  need  for  technical  know-how  on  the  part 
of  both  CDFIs  as  lenders  and  their  potential  clients.  Traditional 
lending  standards  and  procedures  cannot  easily  be  transferred  to 
the  unique  conditions  of  distressed  areas  and  populations.  Typi- 
cally, loans  are  relatively  small  and  the  degree  of  involvement  by 
lenders  to  structure  an  application  for  credit  extension  and  super- 
vise the  performance  of  the  loans  approved  is  extensive,  in  many 
cases  borrowers  have  to  be  trained  in  the  mechanics  and  discipline 
of  managing  their  debts  and  loan  repayments.  All  of  this  can  raise 
the  cost  and  complexity  of  CDFI  operations  considerably. 

Our  program  places  a  high  priority  on  providing  capital  assist- 
ance to  those  CDFIs  with  the  best  prospects  of  matching  Fund 
monies  with  private  funding,  and  it  emphasizes  the  need  to  support 
long-term  self-sustaining  CDFIs.  Likewise,  in  recognition  of  the  im- 
portance of  skills  and  technical  know-how,  the  Fund  is  authorized 
to  provide  technical  assistance  to  any  CDFI  without  matching  re- 
quirements and  is  required  to  establish  an  information  clearing- 
house specifically  to  assist  in  creating,  developing,  and  expanding 
CDFIs. 

Q.5.  Relationship  with  CRA — The  Administration's  community 
lending  initiative  has  two  components.  The  regulatory  component 
would  strengthen  implementation  of  the  CRA  to  increase  invest- 
ment by  traditional  lenders  in  low  income  and  minority  commu- 
nities. The  legislative  component  would  develop  grass  roots  institu- 
tions targeted  to  distressed  communities. 

How  do  you  see  these  initiatives  working  together  to  rebuild 
these  communities? 

A.5.  The  community  development  program  is  based  on  a  "top  down- 
bottom  up"  approach.  CRA  requires  banks  and  thrifts  to  help  meet 
the  credit  needs  of  the  entire  community  in  which  they  do  business, 
but  the  current  system  relies  too  heavily  on  documentation  rather 
than  actual  performance.  Accordingly,  the  four  bank  regulators 
have  been  requested  to  issue,  by  the  beginning  of  the  next  year, 
new  regulations  for  CRA  enforcement  that  will  grade  performance 
upon  actual  lending,  investments,  and  banking  services  to  low-  and 
moderate-income  people.  At  the  same  time,  the  CDFI  legislation 
would  create  a  separate  Fund  dedicated  to  the  support  of  a  wide 
variety  of  CDFIs  through  the  provision  of  financial  and  technical 
assistance. 

Together  these  initiatives  should  serve  to  extend  the  activities  of 
traditional  lenders  deeper  into  the  more  needy  sectors  of  their  com- 
munities, while  at  the  same  time  enabling  more  specialized  lenders 
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and  their  borrowers  to  help  themselves  enter  into  mainstream 
America. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  KERRY 
FROM  LLOYD  M.  BENTSEN 

Q.l.  Unmet  Credit  Needs  of  the  Poor — ^The  Treasury  has  esti- 
mated that  the  unmet  credit  needs  in  low-income  American  com- 
munities are  on  the  order  of  $15  billion.  This  initiative  would  lever- 
age $382  million  (minus  administrative  costs)  in  Government 
money  on  a  one-to-one  match  with  private  fimds  over  four  years — 
creating  some  $750  million  in  new  community  development  lender 
equity.  How  much  of  the  $15  billion  in  unmet  credit  needs  do  you 
believe  likely  to  be  met  by  Community  Development  Financial  in- 
stitutions making  use  of  the  funds  provided  in  this  program? 
A.1.  It  is  difficult  to  make  an  estimate  because  of  the  wide  dif- 
ferences among  potential  recipients  of  the  assistance.  We  need  to 
make  a  number  of  assumptions.  If  we  assume  that  a  little  less  than 
half  of  the  funds  are  allocated  to  insured  CDFIs,  with  the  remain- 
der going  to  uninsured  CDFIs,  and  include  the  impact  of  matching 
requirements,  we  can  estimate  that  the  legislation  may  eventually 
increase  credit  availability  by  perhaps  as  much  $2-$2.5  billion.  We 
must  recognize  that  it  can  take  a  substantial  amount  of  time  for 
these  institutions  to  fully  leverage  the  new  equity. 

Q.2,  Accessing  Private  Investment  Funds  for  Community  De- 
velopment Financial  Institutions — In  view  of  the  difference  be- 
tween the  available  resources  and  the  need,  leveraging  the  funds 
that  are  available  could  make  a  significant  difference  in  the  impact 
of  the  program.  One  way  of  leveraging  the  new  Community  Devel- 
opment Financial  Institutions  (CDFI)  Fund  would  be  to  permit 
community  development  lenders  to  sell-off  loans  after  they  make 
them  to  private  investors,  through  intermediaries  capable  of  pool- 
ing loans  and  repackaging  them. 

a.  Should  the  Community  Development  Financial  Institutions 
Fund  encourage  such  an  approach? 

b.  What  other  techniques  may  be  available  to  the  fund  to  lever- 
age the  impact  of  its  funding? 

c.  How  might  CDFIs  better  access  private  investment  funds  to 
increase  the  CDFIs'  overall  level  of  activity? 

A.2^.  The  Fund  cannot  directly  provide  the  credit  enhancement 
that  would  be  needed  for  securitization,  loan  pooling,  and  so  on. 
This  is  in  order  to  avoid  exposing  the  Fund,  and  the  taxpayer,  to 
a  unknown  amount  of  contingent  liability.  But  the  Fund  can  pro- 
vide financial  assistance  to  a  CDFI  that  might  itself  engage  in  sec- 
ondary market  activities.  The  Fund  can  also  encourage  the  explo- 
ration of  this  approach  through  direct  or  indirect  technical  assist- 
ance. 

A.2.b.  Other  than  for  certain  deposits  and  technical  assistance, 
CDFIs  receiving  assistance  from  the  Fund  are  required  to  provide 
matching  monies  from  non-Federal  sources.  The  extent  to  which 
CDFIs  can  leverage  assistance  from  the  Fund  will  vary,  but  in- 
sured CDFIs  have  the  best  chance  of  significantly  leveraging  Fund 
assistance  because  of  their  deposit-gathering  capabilities. 
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A^.c.  The  Administration's  proposal  requires  the  Fund  to  conduct 
an  ongoing  study  to  identify  and  evaluate  the  most  effective  and  fi- 
nancially sound  policies  and  practices  for  encouraging  investment 
in  distressed  communities.  The  study  is  to  include  consideration  of 
sources  of  capital,  development  of  secondary  markets,  and  methods 
to  involve  all  segments  oi  the  financial  services  industry  in  commu- 
nity development. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  BOND 
FROM  LLOYD  M.  BENTSEN 

Q.l.  CRA  Requirements;  Impact  on  Banks — Under  the  Adminis- 
tration's bill,  CDFIs  will  generally  perform  bank  activities  with  the 
Federal  Grovemment's  help  in  distressed  communities.  In  some 
cases,  a  CDFI  will  likely  compete  with  a  traditional  bank  for  cus- 
tomers in  a  distressed  community.  How  will  this  affect  the  tradi- 
tional bank's  CRA  obligations? 

A.1.  One  of  the  criteria  a  CDFI  must  meet  to  gain  assistance  from 
the  Fund  is  that  it  will  bring  financial  services  to  underserved 
areas  and  populations,  i.e.,  to  those  communities  that  do  not  have 
sufficient  access  to  traditional  banks.  Consequently,  it  is  highly  un- 
likely that  CDFIs  will  prove  to  be  in  direct  competition  witn  tradi- 
tional banks,  especially  given  the  large  number  of  distressed  com- 
munities and  the  extent  of  need  in  those  communities  relative  to 
the  modest  financial  resources  of  the  Fund. 

Q^.  Bank  Enterprise  Act — ^The  Bank  Enterprise  Act  was  enacted 
several  years  ago  but  has  never  been  implemented.  This  Act  en- 
courages traditional  lending  institutions  to  open  lifeline  accounts 
and  lend  in  distressed  communities  by  reducing  bank  assessments 
for  such  activities.  Do  you  support  funding  this  Act  as  an  incentive 
approach  to  involve  lending  institutions  in  distressed  communities? 
Do  you  support  any  incentive  approaches? 

A.2.  The  Administration  is  closely  examining  the  steps  necessary 
to  implement  the  Bank  Enterprise  Act,  including  a  determination 
of  how  it  would  operate  and  what  it  can  achieve  in  a  reasonable 
period  of  time. 

Q.3.  Effectiveness  of  the  Administration  Bill — ^The  Administra- 
tion bill  would  authorize  $60  million  for  FY  1994,  out  of  which  $10 
million  could  be  used  for  administration  costs.  This  seems  to  be  a 
relatively  small  amount  of  funding  considering  the  perceived  lack 
of  credit  in  distressed  communities.  How  many  communities  do  you 
expect  to  assist  in  FY  1994.  Also,  there  seems  little  incentive  in  the 
bill  for  leveraging  significant  amounts  of  private  money.  How  much 
money  do  you  expect  the  bill  to  leverage  and  how? 
A.3.  A  rough  estimate  of  the  number  of  communities  that  might  be 
served  by  the  Fund  can  be  found  by  making  an  estimate  of  the 
number  of  CDFIs  that  can  be  assisted  under  certain  assumptions. 
For  example,  if  the  Fund  has  $50-$55  million  available  for  assist- 
ance in  FY  94  and  it  provides  the  maximum  permissible  amount 
of  $5  million  per  applicant  to  insured  institutions  only,  then  10  to 
11  insured  CDBs  could  be  assisted;  if  all  of  the  available  funding 
were  used  to  assist  non-insured  CDFIs  at  the  maximum  of  $2  mil- 
lion per  applicant,  then  25  to  27  CDFIs  could  be  assisted.  Require- 
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merits  for  geographic  distribution  would  suggest  the  same  numbers 
of  commimities  would  be  assisted.  More  realistically,  there  would 
be  a  mix  of  types  of  institutions,  amounts  of  assistance  provided, 
and  types  of  assistance  provided  (including  technical  assistance), 
which  means  estimates  of  this  type  must  be  highly  qualified. 

A  primary  objective  of  the  Fund  is  to  serve  as  a  catalyst  for 
leveraging  private  monies.  This  is  done  by  requiring  recipients  of 
Fund  assistance,  except  for  technical  assistance  and  certain  depos- 
its, to  secure  matching  contributions  from  non-Federal  sources.  Ad- 
ditionally, a  major  purpose  of  the  Fund's  clearinghouse  is  to  dis- 
seminate information  that  may  facilitate  and  encourage  private 
sector  participation  in  the  community  development  effort. 

Q.4.  Distressed  Rural  and  Indian  Areas — What  does  the  Ad- 
ministration plan  to  do  to  ensure  that  distressed  rural  and  Indian 
communities  receive  assistance  under  the  Administration  bill? 
A.4.  The  Administration's  proposal  specifically  requires  the  Board 
of  the  Fund,  in  its  selection  of  CDFIs  to  receive  assistance,  "to  fiind 
a  geographically  diverse  group  of  applicants,  which  shall  include 
applicants  from  non-metropolitan  and  rural  areas."  This  language 
is  intended  to  ensure  that  rural  and  Indian  communities  receive 
due  consideration  for  assistance  from  the  Fund. 

Q.5.  Need  for  CRA  Legislation — I  admire  your  proposals  to  re- 
form the  methods  used  by  the  regulatory  agencies  to  carry  out  the 
responsibilities  under  CRA.  In  your  efforts  to  reform  do  you  believe 
that  legislative  changes  will  be  necessary  to  meet  your  goals  to  de- 
velop CRA  assessment  standards  that  are  based  on  measurable 
performance,  to  make  CRA  exams  less  burdensome,  to  provide  the 
public  with  better  information  on  CRA  evaluations,  and  to  take 
tougher  enforcement  actions  against  institutions  with  persistently 
poor  CRA  performance? 

A.5.  The  Administration  believes  that  there  is  room  for  improve- 
ment under  existing  law  in  the  way  that  the  CRA  is  administered. 
By  focusing  more  on  quantifiable  measures  of  performance,  we  be- 
lieve that  we  can  increase  the  access  of  residents  in  underserved 
neighborhoods  to  credit  and  other  banking  services,  while  at  the 
same  time  reducing  the  unnecessary  paperwork  burden  that  CRA 
regulations  currently  impose  on  banks  and  thrifts.  We  feel  that  we 
should  see  how  much  we  can  achieve  through  these  administrative 
steps  before  considering  legislative  changes. 

Q.6.  CRA  Standards — What  specific  form  do  you  anticipate  the 
CRA  reforms  will  take?  Would  you  perhaps  issue  guidelines  of  ac- 
ceptable/unacceptable activities?  How  will  you  address  the  different 
needs  and  concerns  of  large  and  small  institutions?  Will  the  new 
standards  be  based  on  asset  size? 

A.6.  At  this  time,  I  cannot  tell  the  Committee  precisely  what  form 
the  revised  CRA  guidelines  will  take:  what  elements  of  perform- 
ance will  go  into  CRA  ratings,  or  how  they  will  be  measured.  These 
are  matters  that  will  be  determined  by  the  banking  agencies,  in 
consultation  with  community  organizations  and  bankers  from 
around  the  country,  in  the  months  ahead.  The  general  goals  of  the 
guidelines,  however,  are  clear:  to  base  CRA  ratings  to  a  greater  ex- 
tent on  the  degree  to  which  institutions  actually  provide  credit  and 


70 

other  banking  services  to  the  communities  in  which  they  do  busi- 
ness, and  to  reduce  compHance  costs.  The  President  mentioned 
three  broad  categories  of  community  reinvestment  activities  that 
revised  CRA  guidehnes  might  include:  lending  to  low-  and  mod- 
erate-income individuals  and  neighborhoods,  small  business,  and 
small  farms;  investing  in  the  local  community,  with  a  particular 
focus  on  low-  and  moderate-income  neighborhoods;  and  providing 
banking  services  to  residents  of  low-  and  moderate-income  neigh- 
borhoods. 

Q.7.  Relief  of  Regulatory  Burden — Many  bankers  complain 
about  regulatory  burden  and  CRA  is  only  one  of  many  issues  on 
which  they  seek  relief.  What  other  types  of  regulatory  reform  are 
you  working  on  to  relieve  the  pressure  of  bank  regulatory  burden? 

A,7.  The  President's  program  to  improve  credit  flows  and  reduce 
regulatory  burden,  announced  March  10,  calls  for  regulatory  and 
administrative  changes  in  five  areas:  lending  to  small-  and  me- 
dium-sized businesses,  real  estate  lending  and  appraisals,  handling 
of  consumer  complaints  and  appeals  of  examination  decisions,  ex- 
amination processes  and  procedures,  and  paperwork  and  regulatory 
burden.  The  OCC  and  the  other  Federal  regulators  have  announced 
two  sets  of  initiative  that  would  complete  the  first  phase  of  the  pro- 
gram. These  include  reducing  small  business  loan  documentation, 
reducing  appraisal  burden,  and  reducing  examination  disruption 
and  duplication. 

As  part  of  the  President's  program,  the  agencies  are  working  to 
review  all  paperwork  requirements,  regulation,  and  interpretations 
to  minimize  burden  while  maintaining  safety  and  soundness.  OCC 
staff  are  identifying  ways  to  revise  their  regulations  and  interpre- 
tive rulings  to  make  them  easier  to  apply,  reduce  unnecessary  reg- 
ulatorv  burden,  and  remove  unnecessary  impediments  to  credit 
availability.  The  OCC's  goals  are  to  focus  their  regulations  on  safe- 
ty and  soundness  and  to  make  them  concise  and  understandable. 
In  addition,  the  OCC  has  formed  a  working  group  to  identify  and 
recommend  options  to  eliminate  unnecessary  reporting  and  record- 
keeping requirements  resulting  from  the  implementation  of  agency 
guidance  such  as  handbooks  and  banking  circulars.  As  a  first  step, 
the  working  group  has  asked  OCC  districts  and  some  Washington 
departments  to  identify  paperwork  requirements  that  stem  from 
OCC  guidance. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  RIEGLE 

FROM  EUGENE  A.  LUDWIG 

Q.l^.  What  specific  actions  will  be  taken  as  part  of  the  CRA  regu- 
latory reform  process  that  will  promote  lending  in  low-income  and 
minority  communities? 

A.1^.  The  Federal  banking  agencies  will: 

•  develop  CRA  assessment  standards  that  are  based  more  on  an 
institution's  record  in  meeting  local  needs  for  loans  and  other 
banking  services,  and  less  on  process  and  documentation; 

•  rewrite  examination  procedures  to  make  greater  use  of  quantifi- 
able measures  that  clearly  gauge  CRA  performance,  and  thereby 
make  the  procedures  clearer  and  less  burdensome; 
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•  work  together  to  improve  public  access  to  CRA  performance  eval- 
uations; 

•  investigate  ways  to  ensure  satisfactory  CRA  performance  on  the 
part  of  all  insured  depository  institutions,  and  to  take  credible 
enforcement  action  against  institutions  that  have  had  persist- 
ently poor  CRA  performance  and  that  have  been  directed  by  reg- 
ulators to  take  remedial  action  and  have  failed  to  do  so. 

Q.l.b.  What  other  steps  are  you  taking  to  promote  access  to  capital 
in  these  communities? 

A.l.b.  The  OCC  also  promotes  access  to  capital  in  low-  and  mod- 
erate-income communities  by  approving  national  bank  investments 
in  community  development  corporations  (CDC)  and  community  de- 
velopment (CD)  projects.  I  have  attached  a  notice  of  proposed  rule- 
making that  significantly  increases  the  allowable  investments  na- 
tional banks  can  make  in  such  activities.  The  proposed  rule  also 
streamlines  the  OCC  approval  process  to  permit  many  CDC  and 
CD  project  investments  without  prior  OCC  approval. 

We  are  also  looking  at  ways  to  investigate  the  impact  of  demo- 
graphic factors — primarily  race  and  income — on  the  availability  of 
banking  services.  The  intent  is  to  determine  the  extent  to  which 
banks  locate  branches  in  certain  neighborhoods  but  not  in  others. 
This  project  is  at  the  formative  stage  and  further  research  is  re- 
quired. 

In  a  more  general  sense,  the  President's  credit  availability  pro- 
gram includes  a  number  of  initiatives  designed  to  promote  access 
to  capital  to  communities,  including  low-  and  moderate-income 
neighborhoods. 

•  On  March  30,  the  Federal  banking  agencies  adopted  a  new  policy 
to  reduce  documentation  requirements  for  loans  to  small-  and 
medium-sized  businesses  and  farms.  The  OCC  has  subsequently 
issued  guidance  on  the  new  policy  to  examiners,  and  established 
a  new  program  to  collect  data  on  banks'  usage  of  the  new  pro- 
gram. In  addition,  the  OCC,  the  FDIC,  and  the  FRB  have  jointly 
issued  guidance  to  U.S.  offices  of  foreign  banks  regarding  the 
new  program. 

•  On  April  28,  I  sent  a  letter  to  all  OCC  examiners,  a  copy  of 
which  is  attached,  emphasizing  the  importance  of  the  examina- 
tion process  in  implementing  the  President's  credit  availability 
program.  In  the  letter,  I  encourage  our  examiners  to  rely  on  their 
experience  and  judgment  in  helping  bankers  to  properlv  manage 
risk.  I  am  also  travelling  to  all  six  OCC  districts,  ana  many  of 
our  field  offices  and  duty  stations,  to  hear  examiners'  ideas  re- 
garding credit  availability,  regulatory  burden,  and  our  initiatives 
to  implement  the  President's  program. 

•  On  May  5,  the  OCC  published  a  proposal  to  amend  its  regulation 
containing  requirements  for  a  national  bank's  accounting  and  ap- 
praisal treatment  of  Other  Real  Estate  Owned  (OREO). 

•  On  June  4,  the  agencies  published  in  the  Federal  Register  a  joint 
notice  of  proposed  rulemaking  that  is  designed  to  reduce  the  reg- 
ulatory burden  associated  with  real  estate  appraisals  while  main- 
taining safety  and  soundness, 

•  On  June  10,  the  agencies  announced  seven  new  actions  to  com- 
plete the  first  phase  of  the  President's  program.  Those  actions: 
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— Make  it  clear  that  real  estate  loans  that  depend  on  collateral 
for  repajonent  need  not  be  reported  as  foreclosed  unless  the 
lender  has  actually  taken  possession  of  the  collateral. 
— Make  it  easier  for  banks  to  return  restructured  nonaccrual 

loans  to  accrual  status. 
— Eliminate  certain  requirements  for  minimum  down  payments 

on  sales  of  foreclosed  real  estate. 
— Reaffirm  that  it  is  not  regulatory  policy  to  value  the  collateral 

underlying  real  estate  loans  on  a  liquidation  basis. 
— ^Avoid  the  improper  use  of  the  "Special  Mention"  loan  category, 

which  may  have  inhibited  lending  to  small  businesses. 
— ^Achieve  better  interagency  coordination  of  bank,  thrift,  and 

holding  company  examinations. 
— Enhance  our  ability  to  detect  lending  discrimination,  improve 
the  level  of  education  we  provide  to  the  banking  industry  and 
to  examiners,  and  strengthen  enforcement  of  fair  lending  laws. 
•  In  addition,  the  OCC  is  developing  specific  guidance  to  examin- 
ers regarding  the  definition  of  Special  Mention  assets.  We  are 
working  with  the  other  agencies  to  develop  an  interagency  core 
report  of  examination  that  will  standardize  reporting  forms  in 
several  common  areas  of  examination  and  common  application 
forms  that  institutions  use  in  certain  corporate  filings.  We  are 
also  reviewing  all  paperwork  requirements,  regulations,  and  in- 
terpretations   to    reduce   regulatory   burden    while   maintaining 
safety  and  soundness. 

Q.2,  What  is  the  Administration's  view  on  whether  any  legislative 
changes  will  be  necessary  to  make  the  CRA  fully  effective? 

A.2.  The  Administration  believes  that  there  is  a  great  deal  of  room 
for  improvement  under  existing  law  in  the  way  that  the  CRA  is  ad- 
ministered. By  focusing  the  CRA  program  more  on  quantifiable 
measures  of  performance — such  as  how  much  banks  and  thrifts 
lend  and  invest  in  low-  and  moderate-income  neighborhoods,  how 
accessible  they  are  to  their  customers,  and  what  services  they  pro- 
vide— we  believe  that  we  can  increase  the  access  of  underserved 
neighborhoods  to  credit  and  other  banking  services,  while  at  the 
same  time  reducing  the  heavy  regulatory  burden  that  CRA  regula- 
tions currently  impose  on  banks  and  thrifts.  We  feel  that  we  should 
see  how  mucn  we  can  achieve  through  these  administrative  steps 
before  considering  legislative  changes. 

Q.3.a.  One  concern  that  has  been  raised  about  a  Federal  program 
to  support  Community  Development  Banks  is  that  the  program 
might  in  some  way  compromise  the  safety  and  soundness  of  in- 
sured depository  institutions.  What  safeguards  will  be  in  place  to 
ensure  that  the  safety  and  soundness  of  insured  institutions  are 
not  jeopardized? 

A.3.a.  The  OCC  will  supervise  all  federally  chartered  community 
development  banks  (CD  Banks)  in  the  same  manner  that  it  super- 
vises other  national  banks.  Commercial,  compliance  and  CRA  ex- 
aminations will  be  conducted.  The  types  of  loan  products  and  serv- 
ices that  are  offered  by  existing  community  development  banks  are 
the  same  or  similar  to  those  offered  through  other  national  banks 
directly  or  within  their  community  development  lending  units.  CD 
banks  will  be  expected  to  make  loans  that  are  safe  and  sound.  The 
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primary  difference  for  CD  banks  is  that  community  development 
lending  will  be  the  focus  of  the  entire  bank  instead  of  only  a  part 
of  the  Dank.  For  all  types  of  banks,  the  OCC  believes  that  strong 
bank  management,  both  at  the  board  and  staff  levels,  is  the  critical 
factor  to  maintaining  healthy  financial  institutions. 

Q.3.b.  How  will  the  bank  regulators  be  involved  in  the  CD  Bank 
program? 

A.3.b.  The  OCC  will  be  involved  in  the  CD  Bank  Program  in  two 
important  ways.  First,  we  will  review  and  make  decisions  on  any 
corporate  applications  for  insured  community  development  banks 
seeking  a  national  bank  charter.  We  believe  that  our  current  poli- 
cies and  procedures  for  corporate  activity  are  sufficient  and  flexible 
enough  to  accommodate  community  development  bank  applications. 
Second,  we  will  permit  qualifying  national  banks  to  make  invest- 
ments in  Community  Development  Financial  Institutions  (CDFI), 
both  for-profit  and  non-profit,  provided  the  investor  national  banks 
meet  the  requirements  of  our  Community  Development  Corpora- 
tion and  Project  Program  that  allows  such  investments.  As  I  men- 
tioned in  the  answer  to  question  l.b.  above,  we  are  currently  seek- 
ing public  comments  through  a  Notice  of  Proposed  Rulemaking  on 
the  program  that  will  permit  increased  investment  limits  for  na- 
tional banks  among  other  changes. 

Q.4.a.  How  might  banks  and  thrifts  be  encouraged  to  address  the 
need  for  capital  among  small-  and  medium-sized  businesses  as  part 
of  their  CRA  compliance  efforts? 

A.4.a.  The  CRA  requires  each  depository  institution  to  help  meet 
the  credit  needs  of  its  entire  community.  That  mandate  is  not  lim- 
ited in  any  way  to  housing  loans.  The  OCC's  CRA  regulations 
clearly  state  that  credits  considered  for  CRA  purposes  include 
small  business  loans,  farm  loans,  commercial  loans,  and  consumer 
loans,  as  well  as  housing  loans  and  traditional  community  develop- 
ment loans.  Banks  that  make  credit  available  to  small-  and  me- 
dium-sized businesses  in  low-income  and  minority  neighborhoods 
will  receive  credit  for  their  efforts  in  their  CRA  ratings.  We  hope 
this  will  encourage  banks  to  devote  more  resources  to  making  such 
loans. 

In  addition,  several  of  the  initiatives  in  the  President's  credit 
availability  program  are  specifically  designed  to  encourage  banks 
and  thrifts  to  provide  more  credit  to  small-  and  medium-sized  busi- 
nesses. These  initiatives  include  reducing  documentation  require- 
ments for  loans  to  small-  and  medium-sized  businesses  and  farms; 
reducing  appraisal  requirements  for  small-business  loans  secured 
by  real  estate;  making  it  easier  for  banks  to  return  restructured 
loans  to  accrual  status;  and  avoiding  the  improper  use  of  the  "spe- 
cial mention"  loan  category,  which  may  have  inhibited  small  busi- 
ness lending.  These  initiatives  will  improve  the  flow  of  credit  to 
businesses  in  all  neighborhoods  served  by  banks  and  thrifts,  includ- 
ing low-income  and  minority  neighborhoods. 

Q.4.b.  To  what  degree  might  the  focus  of  CRA  on  housing  be  relat- 
ed to  the  fact  that  the  Home  Mortgage  Disclosure  Act  requires  reg- 
ulators to  collect  data  on  mortgage  lending  but  no  similar  require- 
ment exists  for  commercial  lending? 
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A.4.b.  There  are  many  reasons  why  housing  loans  have  played  a 
relatively  large  role  in  the  CRA  program.  For  example,  mortgage 
loans  are  generally  the  form  of  credit  that  is  demanded  by  the  larg- 
est number  of  residents  of  any  neighborhood.  Furthermore,  mal- 
distributions of  credit  are  likely  to  be  more  evident  in  mortgage 
lending  than  in  business  lending,  since  mortgage  loans  are  more 
homogeneous. 

The  Home  Mortgage  Disclosure  Act  has  probably  contributed 
most  prominently  to  the  CRA's  focus  on  housing  loans  by  drawing 
public  attention  to  discrimination  in  mortgage  lending  and  the  fact 
that  these  data  capture  the  geographical  location  of  mortgage  ap- 
plications received  by  financial  institutions.  Additionally,  home 
mortgage  loans  are  the  only  loans  for  which  banks  are  permitted 
to  collect  race  and  national  origin  information  on  applicants. 

A  similar  program  of  disclosure  might  draw  attention  to  opportu- 
nities to  improve  the  distribution  of  small  business  loans  and  other 
types  of  loans.  Currently,  it  is  difficult  for  either  regulators  or 
bankers,  in  a  similar  fashion,  to  determine  how  small  businesses, 
either  minority-  or  majority-owned,  are  treated.  We  believe  this  is 
an  important  issue  deserving  of  our  attention,  and  we  are  exploring 
whether  the  legal  prohibition  on  collecting  this  information  should 
be  eliminated. 

Q.5^.  Does  the  fact  that  so  few  institutions  have  been  graded 
"needs  to  improve"  or  "unsatisfactory"  indicate  that  there  has  been 
a  grade  inflation  problem  with  CRA  ratings? 

A.5^.  The  credibility  of  the  CRA  program  has  been  damaged  by 
the  fact  that,  while  many  neighborhoods  remain  seriously  under- 
served,  the  vast  majority  of  banks  receive  satisfactory  CRA  ratings. 
We  believe,  however,  that  the  explanation  for  this  discrepancy  lies 
not  so  much  in  any  failure  of  examiners  to  grade  banks  appro- 
priately, as  in  the  fact  that  CRA  ratings  have  been  measuring  the 
wrong  things:  compliance  with  procedures,  rather  than  actual  per- 
formance in  meeting  local  credit  needs.  Under  the  current  system, 
banks  can  receive  satisfactory  ratings  for  their  thoroughness  in  de- 
lineating their  communities,  meeting  with  community  groups,  and 
posting  CRA  notices  in  their  lobbies,  even  if  their  community's 
credit  needs  remain  unmet. 

Shifting  the  emphasis  of  the  CRA  program  from  process  to  per- 
formance will  ensure  that  CRA  ratings  reflect  how  much  banks  ac- 
tually lend  and  invest  in  low-  and  moderate-income  neighborhoods, 
how  accessible  they  are  to  their  customers,  and  what  services  they 
provide.  This  will  eliminate  the  discrepancy  between  the  service 
that  banks  provide  to  their  community,  and  the  CRA  ratings  they 
receive. 

Q.S.b.  Will  the  current  initiative  involve  a  review  of  the  grading 
process  to  ensure  that  examiners  are  being  tough  enough? 
A.5.b.  The  OCC  will  review  the  entire  CRA  process,  including  the 
ratings  system  and  examination  procedures,  to  determine  if  exam- 
iners are  asking  the  right  questions  and  giving  appropriate  weight 
to  bank  activities  that  help  meet  community  needs. 
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Q.6^.  What  kind  of  performance-based  standards  might  be  created 
and  how  might  these  standards  differ  from  existing  assessment  fac- 
tors? 

A.6^.  I  cannot  tell  the  Committee  precisely  what  form  the  revised 
CRA  guidelines  will  take,  what  elements  of  performance  will  go 
into  CRA  ratings,  or  how  they  will  be  measured.  These  are  matters 
that  will  be  determined  by  the  banking  agencies,  in  consultation 
with  community  organizations  and  bankers  from  around  the  coun- 
try, in  the  months  ahead.  The  general  goals  of  the  guidelines,  how- 
ever, are  clear:  to  base  CRA  ratings  to  a  greater  extent  on  the  de- 
gree to  which  institutions  actually  provide  credit  and  other  banking 
services  to  the  communities  in  which  they  do  business,  and  to  re- 
duce compliance  costs.  The  President  mentioned  three  broad  cat- 
egories of  community  reinvestment  activities  that  revised  CRA 
guidelines  might  include:  lending  to  low-  and  moderate-income  in- 
dividuals and  neighborhoods,  small  businesses,  and  small  farms; 
investing  in  the  local  community,  with  a  particular  focus  on  low- 
and  moderate-income  neighborhoods;  and  providing  banking  serv- 
ices to  residents  of  low-  and  moderate-income  neighborhoods. 

Q.6.b.  How  will  clearer  standards  reduce  the  burden  on  banks  and 
thrifts  and  advance  the  community  reinvestment  goals  of  CRA? 
A.6.b.  Bankers  consistently  cite  CRA  as  one  of  the  most  burden- 
some regulations  imposed  on  them,  because  of  the  large  amount  of 
resources  they  must  devote  to  complying  with  the  program's  proce- 
dural requirements.  Clearer,  more  objective  CRA  standards  will  re- 
duce the  need  for  paperwork  and  documentation  and  help  bankers 
know  what  documentation  and  paperwork  truly  matters  in  CRA 
performance  assessments.  In  other  words,  more  objective  standards 
will  reduce  regulatory  uncertainty,  a  major  source  of  regulatory 
burden.  They  will  allow  banks  to  concentrate  on  making  credit 
available  to  the  community. 

Q.7^.  How  could  CRA  exams  be  improved?  What  efforts  could  be 
undertaken  to  improve  exam  consistency? 

A.7^.  The  subjectivity  of  current  CRA  examination  procedures  can 
lead  to  inconsistencies  in  the  CRA  assessments  made  by  two  exam- 
iners at  the  same  agency,  as  well  as  inconsistencies  among  agen- 
cies. As  part  of  the  President's  initiative,  the  agencies  will  rewrite 
their  examination  procedures  to  make  greater  use  of  quantifiable 
measures  that  clearly  gauge  CRA  performance,  and  thereby  make 
the  procedures  clearer  and  more  consistent. 

The  consistency  of  CRA  examinations  at  the  OCC  may  also  have 
suffered  from  the  absence  of  a  specialized  corps  of  examiners  de- 
voted to  compliance  programs  such  as  CRA.  We  are  now  in  the 
process  of  setting  up  a  program  that  will  train  at  least  100  special- 
ist compliance  examiners.  Under  the  new  compliance  training  pro- 
gram, all  examiners  will  j-eceive  expanded  training  and  experience 
in  compliance  programs  during  the  early  years  of  their  career. 
After  a  period  of  training,  OCC  examiners  will  choose  to  focus  ei- 
ther on  safety  and  soundness  or  on  compliance.  We  believe  this 
program  offers  the  best  of  both  worlds:  an  examination  workforce 
with  special  expertise  in  particular  areas,  but  common  training  and 
basic  experience  in  all  aspects  of  bank  examination. 
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Q.7.b.  What  efforts  could  be  taken  to  reduce  burdens  generated  by 
exams? 

A.7.b.  The  most  important  single  step  that  the  OCC  can  take  to 
reduce  the  burden  of  CRA  examinations  is  to  make  it  clear  to  bank 
managers  that  they  will  be  judged  on  the  basis  of  their  actual  per- 
formance in  meeting  local  needs  for  loans  and  other  banking  serv- 
ices, rather  than  on  process  and  documentation.  Banks  that  have 
a  strong  record  in  community  lending  will  therefore  have  little 
need  to  maintain  the  extensive  documentation  that  has  made  the 
CRA  examination  process  so  burdensome  in  the  past. 

In  addition,  the  OCC  will  seek  to  reduce  burdens  by  using  expe- 
rienced examiners  who  have  received  specialized  training  in  com- 
pliance examinations,  and  by  coordinating  CRA  examination  proce- 
dures with  the  those  of  the  other  Federal  banking  agencies. 

Q.8.a.  Will  the  current  reform  process  involve  increased  use  of 
sanctions  against  institutions  with  poor  performance? 

A.8.a.  As  part  of  the  President's  initiative,  regulators  will  inves- 
tigate ways  to  ensure  satisfactory  CRA  performance  on  the  part  of 
all  insured  depository  institutions,  and  to  take  credible  enforce- 
ment action  against  institutions  that  have  had  persistently  poor 
CRA  performance  and  that  have  been  directed  by  regulators  to 
take  remedial  action  and  have  failed  to  do  so. 

Q.8.b.  What  kinds  of  sanctions  might  be  imposed  and  under  what 
circumstances? 

A.8.b.  I  cannot  tell  the  Committee  precisely  what  kinds  of  sanc- 
tions the  OCC  will  impose  for  poor  CRA  performance,  or  under 
what  circumstances  they  might  be  invoked.  These  are  matters  that 
will  be  determined  by  the  banking  agencies,  in  consultation  with 
community  organizations  and  bankers  from  around  the  country,  in 
the  months  ahead. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  RIEGLE 

FROM  RONALD  H.  BROWN 

Q.l.  Small  Business  Development — ^The  development  needs  of 
distressed  communities  can  vary  considerably  from  community  to 
community — some  neighborhoods  may  have  a  need  for  affordable 
housing,  whereas  other  communities  may  wish  to  create  jobs 
through  small  business  development. 

Is  the  Administration's  initiative  primarily  focused  on  housing  or 
is  small  business  also  important?  What  are  the  types  of  activities 
the  initiative  is  intended  to  spur? 

A.1.  The  initiative  is  intended  to  encourage  the  formation  of  Com- 
munity Development  Financial  Institutions  that  will  serve  the 
needs  of  distressed  communities.  Because  the  needs  of  distressed 
communities  vary  from  community  to  community,  the  Administra- 
tion's proposal  provides  the  Community  Development  Financial  In- 
stitutions Fund  that  administers  the  program  with  flexibility  to 
permit  experimentation  and  to  develop  the  program  in  the  most  ef- 
fective manner.  The  activities  it  is  intended  to  support  include 
business  creation  and  expansion  efforts,  the  provision  of  basic  fi- 
nancial services  to  low-income  people  or  residents  of  a  targeted 
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area,  the  provision  of  business  counseling  and  other  development 
services,  and  the  development  and  expansion  of  affordable  housing. 
One  of  the  reasons  I  wanted  to  testify,  however,  was  to  empha- 
size one  aspect  of  the  proposal:  its  potential  for  encouraging  the  de- 
velopment of  institutions  that  can  generate  capital  to  finance  small 
business  formation  and  growth  within  many  of  our  neediest  com- 
munities. In  many  of  these  communities,  lack  of  capital  has  pre- 
vented small  businesses  from  expanding  and  providing  jobs  for  the 
residents.  Enactment  of  the  Administration's  proposal  can  help  fill 
the  credit  gap  and  rekindle  economic  growth  in  distressed  commu- 
nities. 

Q.2.  Role  as  Part  of  Larger  Development  Policy — ^The  Commu- 
nity Development  Financial  Institutions  (CDFI)  program  is  a  prom- 
ising new  idea,  but  its  funding  is  limited  and  so  it  must  be  only 
one  piece  of  a  larger  set  of  programs  to  encourage  community  and 
economic  development. 

How  does  this  initiative  fit  into  the  larger  Administration  policy 
for  business  and  other  development? 

A,2.  As  I  mentioned  in  my  testimony,  restoring  economic  growth  to 
distressed  communities  will  require  access  to  capital.  The  CDFI 
proposal  is  one  way  the  Administration  will  be  addressing  this 
need.  The  Administration's  strengthening  of  the  Community  Rein- 
vestment Act  will  also  unleash  capital  to  lower  income  commu- 
nities. The  empowerment  zone  and  enterprise  community  proposal 
targets  tax  incentives  for  business  formation  in  distressed  commu- 
nities. A  pro-growth  regulatory  structure  and  assistance  from  other 
Federal  programs  at  the  Agriculture  Department,  the  Department 
of  Housing  and  Urban  Development,  and  the  Small  Business  Ad- 
ministration will  encourage  business  formation  as  well.  In  addition, 
restoring  economic  growth  will  require  a  comprehensive  approach 
that  includes  measures  to  develop  a  trained  workforce,  encourage 
development  of  adequate  infrastructure,  create  a  hospitable  busi- 
ness environment,  and  provide  access  to  technology.  The  Adminis- 
tration will  deal  with  each  of  these  needs. 

The  Commerce  Department  will  have  a  significant  role  in  encour- 
aging community  and  economic  development.  The  Department  has 
considerable  resources  available  at  the  Economic  Development  Ad- 
ministration (EDA),  the  National  Institute  of  Standards  and  Tech- 
nology (NIST),  the  International  Trade  Administration  (ITA),  and 
the  Minority  Business  Development  Agency  (MBDA): 

•  EDA  provides  planning  and  technical  assistance  for  businesses 
and  communities  through  its  grant  programs.  In  addition,  EDA 
can  provide  grants  for  infrastructure  development  and  adjust- 
ment assistance  to  help  communities  create  a  hospitable  environ- 
ment to  business  formation  and  growth.  The  President's  budget 
restored  funding  for  these  critical  programs  and  we  will  be 
streamlining  application  procedures  to  help  ensure  that  assist- 
ance gets  to  communities  as  quickly  as  possible. 

•  NIST  funds  manufacturing  technology  centers  that  assist  small- 
and  medium-sized  manufacturers  in  utilizing  advanced  manufac- 
turing technology  and  integrating  new  technology  into  older  sys- 
tems, provide  advice  on  types  of  job  training,  and  coordinate  and 
disseminate  manufacturing  and  business  information  scattered 
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throughout  the  government.  The  President  has  proposed  a  major 
expansion  of  NIST  technology  services  programs  for  FY  1994 
($146  milHon  over  FY  1993  appropriations)  to  help  businesses  ob- 
tain the  technology  they  needed  to  be  competitive. 

•  ITA  provides  export  counseling  to  small,  mid-sized  and  large 
companies  seeking  to  enter  or  expand  exports  in  foreign  markets. 
We  operate  a  network  of  about  200  domestic  and  foreign  offices 
that  provide  business  counseling  to  such  companies.  Counseling 
incluaes  providing  information  on  export  financing,  establishing 
trade  events,  creating  "business  leads"  lists,  and  providing  infor- 
mation on  particular  markets. 

•  MBDA  currently  funds  over  100  business  development  centers 
where  minority  entrepreneurs  can  obtain  assistance  in  develop- 
ing business  plans,  identifying  sources  of  capital,  and  receiving 
information  and  linkages  to  growth  industries.  We  will  be 
strengthening  MBDA's  programs  so  they  can  serve  the  needs  of 
minority  entrepreneurs  more  effectively. 

We  intend  to  harness  these  resources  to  maximize  their  job-creat- 
ing impact  and  will  use  them  to  complement  the  activities  of  the 
Community  Development  Banking  and  Financial  Institutions 
Fund. 

Q.3.  Importance  of  Access  to  Capital  for  Economic  Develop- 
ment— The  two-part-initiative  we  are  examining  today  is  based  on 
the  notion  that  access  to  capital  is  critical  to  the  economic  health 
of  a  community. 

From  your  perspective  as  Secretary  of  Commerce,  can  you  de- 
scribe for  the  Committee  the  importance  that  adequate  access  to 
capital  has  for  economic  development  and  the  effects  that  inad- 
equate access  to  capital  can  have  on  a  community's  economic  well- 
being? 

A.3.  Access  to  capital  is  absolutely  essential  if  we  are  to  reverse  the 
decline  in  many  of  our  communities.  When  commercial  credit  is 
available,  factories  modernize,  industries  move  in  and  shopping 
centers  and  industrial  parks  thrive.  Lack  of  credit  reverses  the  for- 
tunes of  the  communities  and  saps  them  of  their  ability  to  create 
or  retain  the  job  base  needed  to  provide  a  future  for  the  residents. 
Studies  show  that  small  businesses  in  distressed  communities 
cannot  develop  and  flourish  without  credit  provided  by  banks  and 
other  financial  institutions. 

•  A  Federal  Reserve  Board  study  has  shown  that  banks  are  the 
most  important  financial  institution  for  nearly  every  financial 
product  and  service  used  by  small-  and  medium-sized  businesses. 

•  A  National  Small  Business  United  Survey  found  that  banks  are 
the  primary  source  of  working  capital  for  small  businesses,  and 
that  aside  from  the  use  of  personal  capital,  banks  are  the  pri- 
mary source  for  start-up  capital. 

•  The  recent  Woodstock  Institute  Study  of  business  lending  in  the 
Chicago  area  found  that  two-thirds  of  all  commercial  loan  dollars 
went  to  businesses  located  in  the  more  prosperous  suburbs.  The 
commercial  loan  dollars  that  remained  within  the  City  of  Chicago 
were  highly  concentrated  in  or  near  the  central  business  district. 
The  Woodstock  Institute  Study  also  found  that  large  banks  and 
banks  located  in  the  downtown  Chicago  area  were  more  likely  to 
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lend  in  the  suburbs  and  downtown  area,  while  banks  located  in 
neighborhoods  were  more  likely  to  lend  in  the  city's  neighbor- 
hoods. 

These  studies  demonstrate  the  need  to  fill  the  credit  gap  being 
experienced  by  manv  entrepreneurs  in  distressed  areas.  The  CDFI 
initiative  will  help  foster  the  development  of  the  financial  institu- 
tions that  have  shown  the  most  promise  in  providing  services  in 
these  communities. 

I  have  been  in  contact  with  numerous  small  and  minority  busi- 
ness owners  and  share  their  concerns  about  access  to  capital.  In 
conjunction  with  the  economic  development  activities  discussed  ear- 
lier, I  am  working  with  MBDA,  EDA,  NIST,  and  ITA  to  improve 
their  existing  programs  to  meet  the  capital  shortage. 
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BANK  CDC  COALITION 

1101  30th  Street,  N.W.,  Suite  500 

Washington,  DC     20007 

(202)342-2973  ^         ^  ^     ,^^, 

August   4,    1993 

Honorable  Donald  W.  Riegle 

Chairman,  Senate  Banking  Committee 

United  States  Senate 

Washington,  DC   2  0510 

Re:   Community  Development  Financial  Institutions  Act  of  1993 
Dear  Senator  Riegle: 

We  are  pleased  to  submit  supplementary  testimony  relative  to 
the  proposed  Community  Development  Financial  Institutions  Act  of 
1993.  The  Bank  CDC  Coalition  represents  a  group  of  for-profit, 
multi-Bank  Community  Development  Corporations  (Bank  CDCs)  that 
provide  financing  to  help  small  and  minority  businesses,  create 
jobs  for  low  and  moderate  income  persons  and  finance  affordable 
housing  for  low  and  moderate  income  persons  in  distressed  areas. 

Bank  CDCs  may  be  non-profit  or  for-profit,  but  most  of  the 
larger  multi-bank  CDCs  most  are  for-profit.  They  are  all  required 
to  be  public  purpose  corporations,  and  dividends  to  national  banks 
are  restricted.  Investments  in  Bank  CDCs  by  commercial  banks  must 
be  approved  by  federal  and  state  bank  regulators  including  the 
Federal  Reserve  and  the  Office  of  the  Comptroller  of  the  Currency 
(OCC) . 

Bank  CDCs  are  often  organized  by  local  government  economic 
development  officials  as  public-private  partnership  programs  to 
work  in  conjunction  with  government  small  business  loan  programs 
and  as  part  of  banks'  CRA  requirements. 

The  Bank  CDC  Coalition  recommends  that  both  non-profit  and 
for-profit,  multi-investor,  bank-sponsored  community  development 
corporations,  which  are  public-purpose  and  are  organized  according 
to  the  requirements  of  the  Federal  Reserve  and  or  the  OCC,  qualify 
as  Community  Development  Financial  Institutions  ("CDFIs")  in  the 
Community  Development  Financial  Institutions  Act  of  1993,  as  long 
as  they  meet  the  other  requirements  of  the  CDFI  program. 

Some  background  information  is  enclosed,  and  we  appreciate 
this  opportunity  to  submit  testimony  to  you. 

/^incereW, 

/John  Sower 

Sanders  Howse,  Greater  Rockford  Development  Corp  •  Judith  McGough-King,  Allentown  Economic  Development 
Corp  *  Richard  P.  McNish,  Southern  California  Business  Development  Corp  •  Jim  Read,  Southern  Dallas 
Development  Corp  •  Frank  Sanchez  Reed,  San  Antonio  Community  Development  Corp  •  Daisy  Stallworth,  Pierce 
County  Community  Development  Dept  ♦  John  Sower,  Development  Finance  Corporation  •  Jeff  Stone,  San  Diego 
Trust  &  Savings  Bank  *  Jean  Wojtowicz,  Indiana  CBCC 
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MULTI-INVESTOR,  BANK-SPONSORED  COMMUNITY  DEVELOPMENT 
CORPORATIONS  ("MULTI-BANK  CDC's") 

Multi-investor,  bank-sponsored  community  development  corporations  ("Bank 
CDCs")  are  non-profit  or  for-profit  corporations  owned  or  invested  in  by  banks.  Most 
are  for-profit,  but  investments  in  Bank  CDCs  by  banks  must  meet  the  public  pur- 
pose requirements  of,  and  be  approved  by,  the  banking  regulators  including  the  Fed- 
eral Reserve  and/or  the  Comptroller  of  the  Currency. 

Bank  CDCs  (1)  can  make  equity  investments,  (2)  have  different  accounting  than 
bank  lotms,  (3)  receive  more  flexibility  from  bank  examiners,  (4)  are  considered  fa- 
vorably for  CRA,  and  (5)  must  meet  public  purpose  tests. 

Some  large  banks  have  wholly-owned  Bank  CDCs.  A  more  recent  trend,  however, 
is  Multi-Bank  CDCs  where  banks  are  investors  and  the  Bank  CDC  is  part  of  a  pub- 
lic-private partnership  with  local  Government  agencies  or  non-profit  organizations 
to  provide  smedl  business  equity  loans  in  distressed  areas  or  investments  in  afford- 
able housing  projects. 

The  background  is  that  bank  regulators  wanted  banks  to  be  involved  with  local 
community  development  projects,  but  needed  an  accounting  category  to  carry  these 
investments  which  don't  meet  conventional  loan  requirements.  Bank  CDCs  meet 
that  requirement. 

Bank  CDCs  must  meet  the  regulators'  public  purpose  requirements,  which  are 
housing,  jobs  or  benefits  for  low-  and  moderate-income  people,  and,  in  certain  cases, 
loans  to  small  business.  Most  Multi-Bank  CDCs  are  for-profit  corporations  with 
banks  as  investors  and  economic  development  agencies  or  non-profit  organizations 
as  administrators  or  managers.  The  for-profit  structure  is  better  in  attracting  in- 
vestment funds  from  banks. 

Banks  must  write  up  and  submit  proposals  to  invest  in  Bank  CDCs  and  receive 
approval  from  their  respective  bank  regulatoKs),  the  Federal  Reserve,  the  Comptrol- 
ler of  the  Currency,  or  other  regulators. 

Bank  CDCs  must  have  community  representatives,  who  legitimately  represent  the 
"beneficiaries"  of  the  Bank  CDC  programs  (low-  and  moderate-income  persons),  on 
the  board  of  directors  and  investment  committees,  and  they  are  typically  25—40  per- 
cent of  the  total  board.  The  investment  of  funds  can  be  controlled  by  the  vote  of 
the  bankers,  as  it  is  their  depositors  money,  but  not  by  any  one  bank. 

Multi-Bank  CDCs  can  take  more  risks  than  conventional  banks,  and  some  Bank 
CDCs  seek  a  higher  return  on  successful  investments,  to  compensate  for  losses,  by 
equity  features  such  as  stock  options  or  a  percent  of  revenue  fee. 

Several  Bank  CDCs  can  be  d!escribed  as  interesting  examples: 

In  Dallas,  over  20  banks  invested  in  the  Southern  Dallas  Development  Fund, 
a  for-profit  Bank  CDC  managed  by  the  Southern  Dallas  Development  Corporation 
which  is  a  non-profit  organization  funded  by  the  City  and  with  representatives  of 
all  community  and  business  organizations  that  are  active  in  Southern  Dallas  on 
its  board.  It  invests  $1  mil/year  in  small  minority-owned  businesses  and  other 
small  businesses  in  Southern  Dallas,  and  most  deals  include  some  financing  from 
banks.  (A  recent  Federal  Reserve  article  is  enclosed.) 

In  San  Antonio,  the  local  banks  have  recently  committed  $1  million  to  a  for- 
profit,  Multi-Bank  CDC  which  will  make  equity  investments  in  minority  and 
small  businesses.  The  City's  ofiice  of  Small  and  Minority  Business  organized  the 
Bank  CDC  and  will  provide  funding  for  administration  the  first  two  years.  (A  re- 
cent local  newspaper  article  is  enclosed.) 

In  San  Diego,  over  20  banks  invested  in  a  for-profit  Multi-Bank  CDC  to  make 
"micro  loans"  to  minority  and  women  owned  small  businesses  in  distressed  areas 
in  San  Diego  County.  It  is  administered  by  a  non-profit  SBA  504  Certified  Devel- 
opment Corporation. 

To  conclude,  both  for-profit  and  non-profit  Multi-Bank  CDCs  are  playing  increas- 
ingly important  roles  in  furthering  the  objectives  of  the  President's  CDFI  proposals. 
We  strongly  urge  that  they  be  included  as  potential  beneficiaries  in  this  new  pro- 
gram. 

Thank  you  for  your  consideration. 
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BB     93-41 

BANKING  ISSUANCE 


Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Type;      Banking  Bulletin 


Subject  Proposed  CDC  and  CD  Project 
Investments  Rule 


TO:      Chief  Executive  Officers  of  National  Banks,  Deputy  Comptrollers,  Department  and 
Division  Heads,  Examining  Personnel  and  Other  Interested  Parties 

PURPOSE 

The  attached  notice  of  proposed  rulemaking  revises  the  Office  of  the  Comptroller  of  the 
Currency's  (OCC)  requirements  for  national  bank  investments  in  community  development 
corporations  (CDCs)  and  community  development  projects  (CD  projects).    The  proposed 
rule  would  establish  12  CFR  Part  24,  Community  Development  Corporation  and  Project 
Investments,  and  is  needed  to  implement  section  6  of  the  Depository  Institutions  Disaster 
Relief  Act  (Pub.  Law  No.  102-485),  which  was  enacted  on  October  23,  1992. 

The  purpose  of  the  proposed  rule  is  to  permit  national  banks  to  increase  significantly  their 
investments  in  CDCs  and  CD  projects,  consistent  with  safe  and  sound  banking  practices.    It 
would  also  streamline  the  OCC  approval  process  and  permit  many  CDC  and  CD  project 
investments  to  be  made  without  prior  OCC  approval,  provided  they  are  consistent  with  the 
requirements  of  the  regulation. 

COMMENT  PERIOD  AND  ORIGINATING  OFFICE 

Comments  on  the  proposal  should  be  sent  to  the  Communications  Division,  Office  of  the 
Comptroller  of  the  Currency,  9th  Floor,  250  E  Street,  SW.  Washington,  DC,  20219  by 
August  16.  1993. 

Questions  should  be  directed  to  Janice  A.  Booker.  Director.  Community  Development 
Division,  at  (202)  874-4930,  or  to  Margaret  C.  Hesse.  Attorney,  Bank  Operations  and 
Assets  Division,  at  (202)  874-4460. 
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/^ 


Frank  .Maguire 

Senior  Deputy  Comptroller 

Legislative  and  Public  .A.ffairs 


Date 


Julv  16.  1993 


Paue  1  of 
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Friday 

July  16,  1993 
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Part  III 
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i     i 


Department  of  the 
Treasury 

Office  of  the  Comptroller  of  the  Currency 

12  CFR  Parts  7  and  24 

Community  Development  Corporation  and 
Project  Investments;  Proposed  Rule 
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Federal  Reijister  /  Vol.  58.  No.  135  /  Friday.  July  16.   1993   /  Proposed  Rules 


DEPARTMENT  OF  THE  TREASURY 

Offlca  of  th«  Comptroller  of  rti€ 
Currency 

12CFR  P»n«7«nd24 
(OockM  No.  93-t21 

Community  Cavalopmant  Corporation 
ina  Projact  Invaatmants 

agency:  Office  of  the  CompUollsr  of  ihe 

Currency,  T.'easury. 

action:  Nouce  of  proposed  rulemajiing. 

SUMMABV:  The  OiEce  of  the  Comptroller 
of  the  Currency  is  (OCC)  proposing  a 
ni!e  for  national  bank  investments  in 
community  development  corporations 
(CDCs)  and  community  development 
proiects  (CD  proiacts)  to  implement 
section  6  of  the  Depository  Institutions 
Disaster  Relief  Act  of  199Z.  The 
proposed  rjle  allows  national  banks.. 
under  certain  conditions,  to  increase  the 
amount  of  iheir  aggregate  and  single 
proiect  investments  in  CDCs  and  CD 
projects  above  current  investment 
limits,  with  CXTC  approval.  The 
croposed  rule  also  would  change  the 
bCCs  approval  process  and  perir  I 
rational  banks  to  make  most  CDC  and 
CD  proiect  investments  without  prior 
OCC  approval  by  providing  a  b::ef  seif- 
certification  of  compliani;e  vr.xh  the 
rule.  The  proposed  rale  is  in'.ended  to 
promote  economic  growth  by  enabling 
national  banks  to  increase  their  equity 
and  special  debt  investments  in  CDCs 
and  CD  proiects  for  housing  and  small 
business  development  program.s, 
consistent  with  safe  and  scur.d  banking 
practices. 

DATES:  Comments  must  be  received  on 
or  before  August  16.  1993. 
AOORESSES:  Comments  should  be 
directed  to:  Office  of  the  CompUoller  of 
the  Currency.  Communications 
Division,  9th  Floor.  250  E  Street  SVV., 
Washington.  DC.  20219.  Attention: 
Docket  Mo.  93-12.  Comments  will  be 
avai!a'-le  for  public  inspection  and 
pho!oc';f.y;":g  at  the  same  location. 
FOR  FURTHER  INFORMATION  CONTACT: 
Karen  Bellesi.  Ccmmunity  Development 
Specialist.  Ccmmunity  Development 
Division,  at  (202)  874-4930  or  Margaret 
C.  Hesse.  Attorney.  Bank  Operations 
and  Assets  Division,  at  (202)  874-)460. 
Office  of  the  Comptroller  of  the 
Currency.  Washington.  DC,  20219. 

SUPPtEMEWTAHY  INFORMATION: 

Background 

On  October  23.  1992.  section  5  of  the 
Depository  Institutions  Disaster  Relief 
Act  of  1992  created  12  U  S.C.  24 
(Eleventh),  Public  Law  No.  102-»85. 


Th:s  statutory  provision  clarifies  the 
community  development  aulhoniy  of 
national  banks.  Community 
development  investments  have 
histoncally  been  permitted  by  the  OCC 
under  the  provisions  of  Interpretive 
Ruling  7.7480. 12  CFR  7  7480.  (I  R. 
7  7480)  based  upon  the  authority 
granted  by  12  U.S.C.  24  (Eighth).  This 
proposed  rule  would  replace  l.R.  7.7480. 
The  primary  basis  for  this  proposed  rule 
is  the  new  statutory  authority  in  12 
use.  24  (Eleventh). 

Under  12  U.S.C  24  (Eighth),  a 
national  bank  may  make  contnbulions 
to  community  funds,  or  to  chanlable. 
philanthropic  or  benevolent 
instru.mentalities  conducive  to  public 
welfare  if  it  is  located  in  a  state  with 
laws  which  do  not  expressly  prohibit 
state  banking  institutions  from 
contributing  to  such  funds  or 
instrumentalities. 

Originally  issued  in  1963  and  revised 
:n  1971.  l.R.  7.7480.  based  on  the 
authority  in  12  U.S.C  24  (Eighth), 
permits  national  banks  to  carry  equity  or 
debt  investments  in  CDCs  or  CD  proyects 
that  are  clearly  not  bankable  by  ordinary 
standards  on  their  books  as  other  assets, 
provided  the  investments  are 
predominantly  dvic.  community,  or 
public  in  nature.  In  addition,  l.R.  7  7480 
limits  a  bank's  investment  in  an 
individual  investment  to  no  more  than 
2  percent  of  its  capital  and  surplus,  and 
the  aggregate  of  all  such  investments  by 
the  bank  to  5  percent  of  its  capital  and 
surplus.  Banking  Circular  185.  issued  in 
1984  and  revised  in  1990.  further 
de^cnbes  OCC  policies  regarding  CDC 
and  CD  project  investments,  and 
includes  a  recommended  process  under 
which  banks  should  seek  prior  OCC 
approval.  Because  national  banks  until 
recently  had  made  relatively  few  CDC 
and  CD  project  investments,  and 
because  such  investments  often 
involved  real  estate  development  and 
equity  investment  activities  that  were 
permitted  only  if  they  sen.ed  a  public 
purpose,  the  OCC.  .n  praaice.  provided 
prior  written  approval  for  these 
mvestmenls. 

Since  the  19603.  national  banks  have 
submitted  CDC  and  CD  project 
investment  proposals  for  OCC  review 
and  approval  and  the  OCC  has 
responded  to  these  requests  by 
providing  an  opinion  letter  regarding 
whether  and  under  what  conditions  the 
CDC  or  CD  project  investment  is 
consistent  with  l.R.  7.7480.  The  new 
statute  does  not  alter  or  repeal  the 
Comptroller's  interpretations  of  12 
use.  24  (Eighth)  in  effect  on  the  date 
of  enactment  of  this  amendment, 
including  those  opinion  letters 


approving  past  CDC  or  CD  project 
investments. 

The  proposed  regulation  would  not 
apply  to  charitable  contributions  to 
QJCs  and  CD  projects,  which  should  b« 
expensed  and  are  subject  to  12  U.S.C  24 
(Eightn)  and  the  deductibility 
provisions  of  section  170  of  the  Internal 
Revenue  Coda. 

Proposal 

The  OCC  is  proposing  a  regulation, 
titled  Community  Development 
Corporation  and  Project  Investments,  as 
12  CFR  part  24.  to  implement  12  U.S.C 
24  (Eleventh)  and  replace  I  R.  7.7480. 
There  are  three  major  reasons  for  this 
action. 

First,  the  proposed  rjle  would 
implement  the  statutory  requirements 
for  investment  limits.  The  statute 
requires  the  OCC  to  establish  a  limit  on 
the  amount  a  national  bank  may  invest 
in  any  one  CDC  or  CD  project  and  a 
limit  on  the  maximum  amount  a 
national  bank  may  invest  in  all  CDCs 
and  CD  projects.  The  proposal  provides 
banks,  particularly  small  banks  and 
banks  that  are  not  of  supervisory 
concern,  with  the  opportunity  to 
increase  significantly  the  amount  of 
their  CDC  and  CD  project  investments. 

Second,  the  proposed  rule  would 
streamline  the  OCC's  approval  process 
for  some  banks  and  some  investments, 
reducing  by  approximately  80  percent 
the  number  of  CDC  and  CD  project 
investments  that  receive  OCC's  pnor 
approval.  The  proposed  rule  also  would 
establish  an  expedited  30-day  review 
process  for  investments  requiring 
approval.  The  OCC  proposes  to  focus  its 
limited  resources  on  review  and 
approval  of  investments  that  are 
complex  and  large,  and  that  involve 
structures  or  aCTivities  not  included  in 
a  published  list  of  structures  and 
activities  previously  approved  by  the 
OCC  for  CDC  or  CD  project  investments. 

Third,  the  proposed  rule  would 
clarify  the  OCC's  standards  and 
definitions  for  CDC  and  CD  project 
investments  that  are  pnmanly  designed 
to  promote  the  public  welfare,  including 
the  welfare  of  low-  and  moderate- 
income  families  and  communities  fby 
providing  housing,  jobs  and  services), 
under  the  new  statutory'  requirements. 
This  would  increase  bank  management's 
understanding  of  definitions  and 
requirements  and  improve  the  ability  of 
banks  to  meet  these  standards. 

Public  Welfare  Requirementa 

Under  the  proposal,  all  CDC  and  CD 
project  investments  must  comply  with 
all  of  the  requirements  of  proposed 
§  24.4.  This  section  provides  the  OCC's 
standards  for  differentiating  public 
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wslbn  Invsstmeiitj  £rom  mvesunsnts 
usdsrukea  prunanly  for  pnvats 
purposes.  .MJuiy  CDC  and  CD  proiect 
activitiM.  fuch  as  real  estate 
development  and  equity  investinenU. 
are  oaiy  permitted  for  national  baniu  if 
they  are  designed  primarily  to  promote 
the  public  welfare.  Therefore,  the  OCC 
is  proposing  these  standards  to  promote 
a  common  understanding  of  and 
compliance  with  12  U.S.C  24 
(Eleventh). 

CDC  and  CD  project  investments 
must:  Primarily  benefit  low-  and 
moderate-income  families  or  small 
businesses,  including  minority-owned 
businesses:  address  demonstrated 
community  needs,  such  as  the  needs  of 
low-  or  moderate-mcome  communities 
or  govemmentally  designated 
redevelopment  areas  in  a  community 
served  by  the  bank  (by  providing 
bousing,  services  or  fobs):  and  include 
significant  community  involvement 
from  representatives  of  the  affected  local 
community.  In  addition,  a  national  bank 
must  continue  to  devote  profits  and 
dividends  generated  by  these 
investments  to  activities  primarily 
designed  to  promote  the  public  welfare. 

These  standards  represent  the  OCC's 
long-standing  policies  for  CDC  and  CD 
project  Investments,  and  are  also 
consistent  with  authorizing  legislation 
for  federal  community  development  and 
small  business  assistance  programs. 
Housing,  jobs,  and  services  for  low-  and 
moderate-income  families  and 
communities  are  specifically  included 
in  the  wording  of  12  U.S.C.  24 
(Eleventh)  describing  public  welfare. 
The  OCC  believes  that  small  businesses, 
including  minority-owned  small 
businesses,  are  the  primary  providers  of 
jobs  and  services  for  low-  and  moderate- 
income  communities  and  families,  and 
that  they  often  face  barriers  to  capital 
access  not  faced  by  large  companies. 
These  firms,  therefore,  should  also  be 
among  the  beneficiaries  of  economic 
revitaUzation  programs  financed  by 
national  bank  CDC  and  CD  project 
investments. 

The  purpose  of  the  rsquirement  for 
community  involvement  in  CDCs  and 
CD  proiacts  is  to  ensure  that  the  public 
welfare  is  the  primary  focus  of  these 
investments  on  a  continuing  basis  and 
that  these  undertakings  are  not 
primarily  for  the  private  benefit  of  bank 
mvestors.  This  requirement  also 
promotes  the  partnerships  between  the 
community,  bank,  and  govermnenlal 
leaders  essential  to  CDC  or  CD  pro|ea 
success.  The  dedication  of  CDC  and  CD 
protect  investment  profits  to  public 
welfare  activities  would  also  ensure  that 
the  primary  focus  on  public  welfare 


activities  is  sustained  over  the  long 
term. 

InrOTtmeot  LimiU 

Proposed  $  24.4(b)  would  Implement 
the  statutory  aggregate  minrimiim  level 
for  a  national  bank's  CDC  and  CD 
protect  investments  under  12  U.S.C  24 
(Eleventh),  which  is  S  percent  of  the 
bank's  unimpaired  capital  and  surplus 
calculated  st  the  time  of  investment 
The  OCC  may  approve  exceptions  to  the 
aggregate  limit  on  a  case-by-case  basis, 
up  to  a  total  of  10  percent  of  a  bank's 
unimpaired  capital  and  surplus.  This 
can  be  dona  only  upon  OCC's  finding 
that  the  investment  does  not  pose  a 
significant  risk  to  the  deposit  insurance 
fund  and  that  the  bank  is  adequately 
capitalized.  Per  protect  investment 
limits  will  be  established  by  the  OCC  on 
a  cas»-by-casa  basu,  except  for 
investments  that  are  eligible  for  the 
simplified  self<ertification  process 
discussed  under  $  24.11(a). 

Because  CDC  and  CD  project 
investments  are  not  regular  bank  loans 
or  investments.  $  24.4(c)  discusses 
accounting  for  these  investments.  Most 
often.  CDC  and  CD  project  investments 
are  not  matenal  and  may  be  carried  on 
the  bank's  books  as  other  assets  at  cost 
However,  if  the  CDC  or  CD  project  meets 
the  definition  of  a  significant  subsidiary, 
it  should  generally  be  consolidated  on  a 
line-by-line  basis.  Also,  if  the 
investment  is  in  a  partnership,  joint 
venture  or  unconsolidated  subsidiary 
over  which  the  bank  exercises 
significant  influence,  the  interest  should 
be  presented  as  an  interest  In  a  joint 
venture  or  associated  company  and 
actxiunted  for  under  the  equity  method 
of  accounting. 

Unlimited  Liability  Prahibited 

The  proposed  $  24.4(d)  repeats  the 
statutory  requirement  that  a  national 
bank  may  not  invest  m  a  CDC  or  a  CD 
project  if  the  investment  would  expose 
the  bank  to  unlimited  liability.  The 
statute  and  $  24.4(dl  reiterate  an  existing 
legal  precedent  which  has  long 
prohibited  national  banks  from 
becoming  involved  in  business  dealings 
that  expose  ihem  to  unlimited  liability. 
The  restriction  against  investing  in 
CDCs  or  CD  protects  that  would  expose 
a  bank  to  unlimited  Uabilitv  is  also 
refleaed  in  S  24.13(b)(4),  which 
discusses  investments  in  real  estate 
limited  partnerships. 

Board  Policies  Required 

The  proposed  $  24.4(a)  establishes 
that  It  is  the  responsibility  of  the  bank's 
board  of  directors  to  adopt  written 
policies  governing  CDCs  and  CD 
projects.  CDC  and  CD  project  polides 


generally  address  subjects  including 
compliance  with  regulatory 
requirements,  the  evsluation  and 
achievement  of  CDC  and  CD  project 
goals,  and  the  management  of  CDC  and 
CD  project  investments.  The  OCC 
believes  that  this  provision  will  enhance 
bank  community  development  efforts 
and  help  ensure  'iiat  investments  are 
primarily  designed  to  promote  the 
public  welfare  and  are  consistent  with 
safe  and  sound  banking  practices. 

Review  Requirsmaots  for  CDC  and  O) 
PrD^ect  Invaitmenls 

The  proposed  i  24.11  explains  which 
CDC  and  CD  protect  investments  the 
bank  may  make  without  prior  OCC 
review  and  which  require  prior  OCC 
approval.  The  OCC  believes  this 
proposal  would  significantly  streamline 
OCC's  current  approval  process  for  CDC 
and  Q3  project  investments  to  elimmate 
prior  OCC  review  for  approximately  80 
percent  of  OX:  and  CD  projea 
investments. 

Investments  not  covered  in  §  24.11(b). 
may  be  made  without  prior  OCC 
approval.  For  these  investments,  the 
OCC  would  require  'iiat  the  bank  submit 
a  brief  lener,  after  the  investment 
commitment  is  made,  to  certify 
compliance  with  OCC's  published 
standards  for  investments  that  are  not 
subject  to  prior  review  and  with  12 
U.S.C  24  (Eleventh).  The  letter  would 
also  provide  the  per  project  and 
aggregate  investment  amounts, 
including  the  applicable  percentage  of 
capital  and  surplus  represented  by  each. 
This  self-certification  requirement 
would  enable  the  OCC  to  idenufy 
efficiently  the  banks  that  are  making 
these  investments,  monitor  investment 
limitations,  and  plan  any  examinations 
necessary  to  supervise  CDC  and  CD 
project  investments. 

OCC  prior  review  and  approval  is 
required  for  any  CDC  and  CD  project 
investment  covered  in  $  24.11(b).  Any 
bank  that  has  supervisory  problems  and 
meets  the  specific  criteria  in 
5  24.11(b)(1)  must  submit  CDC  and  CD 
protect  investments  for  OCC  approval. 
OCC  approval  is  needed  because  CDC 
and  CD  project  investments  are  not 
regular,  bankable  investments.  They  are 
not  readily  marketable,  and  generally 
have  very  different  conditions  or 
structures  and  longer  te.'ins  than  bank 
financing.  In  addition,  many  community 
development  activities,  such  as  the 
redevelopment  of  distressed  area  real 
estate,  equity  investments,  or  technical 
assistance  to  small  businesses,  require 
more  management  attention  and 
involvement  than  other  regular  bank 
investments  of  a  similar  amount 
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The  OCC  believe*  Out  CDC  and  CO 
project  lovestmeots  cao  be  nude 
5uccs«s^iilly  hj  motl  baoiLS.prtmded 
tdequAte  mauagemant  attention  is 
devoted  to  ovenigfaL  Kowsver,  when 
bank  raaoa^ment  U  oeceesanly  focused 
OQ  raeolYlDg  rupervisory  problema,  CDC 
or  CD  projea  inveatmentj  are  more 
liitely  to  adveraety  a0ect  the  safety  and 
soundces*  of  the  oanic.  For  these 
reaaoQi.  the  OCC  would  avaliule  in 
advance  whether  a  banic  which  had 
supervisory  problems,  as  speaEed  in 
$  24.11(bHl).  was  In  a  position  to 
undertake  a  proposed  CDC  or  CD  project 
Investment 

For  banks  with  mote  than  SlOO 
million  In  assets,  an  investment  in  one 
CDC  or  CD  project  that  exceeded  2 
percent  of  its  unimpaired  capital  and 
surplus  would  re()uire  OCC  approval  in 
advanca.  The  CXX  does  not  wish  to 
establish  a  single,  mandatory 
investmeot  limit  for  individual  CDC  or 
CD  project  invastments  below  the  S 
percent  statutory  aggregate  limit 
However,  large  investments  in 
Individual  CDCs  or  CD  projects  have  not 
previously  been  permitted,  and  the 
statute  requires  OCC  to  establish  per 
project  Investment  limits  for  a  national 
bank.  Tharefore.  the  OCC  proposes  that 
it  consider  and  dadds  in  advance  any 
OX  or  CD  project  investment  that 
exceeds  2  percant  of  a  bank's 
unimpaired  capital  and  surplus  on  t 
case-by-case  basis.  The  OCC  would 
approve  the  project  investment  amount 
based  on  the  information  in  the 
investment  proposal  and  the  bank's 
condition. 

The  OCC  believes  that  banks  with 
assets  that  do  not  exzxed  S1Q0  million 
should  not  be  covered  by  this 
re<]uli«meDt  that  individual  investments 
in  CDCs  and  CD  projects  over  2  percent 
be  approved  in  advance.  The  existing  2 
percent  per  project  limit  in  I.R.  7.7*ao 
has  freqtisntly  rsetrictad  small  banks' 
abibty  to  maka  evaa  small  CDC  and  CD 
project  investments  that  would  have  a 
positive  impact  on  their  communities. 
Therefore,  to  facilitate  small  bank 
investments,  this  proposal  would  permit 
small  banks  to  maka  individuai 
investments  that  are  consistent  with 
$$  24.4.  24.11  and  24.13  up  to  a  S 
percent  maximum  without  prior  OOC 
approval  All  zutional  banks,  regardless 
of  si2s,  would  be  required  to  seek  prior 
OCC  approval  for  investments  that 
would  causa  their  aggregate  investments 
to  exceed  5  porcant  of  tlMir  unimpaired 
capital  and  surplus. 

Tb«  OCC  behaves  that  CDC  and  CD 
project  investments  that  would  be 
covered  by  $  24.11(bK4)  ai>d  would 
reqaiia  prior  OCC  approval  (reqtiently 
would  involve  camplax  legal,  policy 


and  lupsrviaory  issues  and  be  more 
likely  to  raise  issues  of  liability  and 
public  welfare. 

For  example,  the  proposed  rule 
provides  that,  tindar  vary  limited 
drcumstancaa,  the  OCC  would  consider 
a  bank's  proposal  to  transfar  properties 
held  by  tna  bank  as  "other  real  estate 
owned"  (OREO)  to  a  CDC  or  CD  project 
in  which  it  has  or  will  have  an 
ownership  Interest  Such  a  tran&iar  of 
OKEO  must  meet  all  the  OCCi 
standards  for  CDC  or  CD  project 
investments  and  requirements  for  legal 
divestiture.  The  bank  would  have  to 
submit  any  0R£0  transfer  to  tha  OCC 
forprior  approvaL 

Tna  proposed  rule  also  requires  that 
a  bank  submit  for  prior  OCC  approval 
any  investment  that  invohva* 
organizatioaal  structures  and  activities 
other  than  those  that  are  puhlished  in 
$  24.13  ofthis  rule.  Section  $24.13 
Includes  a  variety  of  structures  and 
public  welfare  activities  that  the  OCC 
has  traditioBally  approved  for  CDCs  and 
CD  proiacts. 

For  investments  requiring  prior  OCC 
approval,  a  bank  would  submit  a  written 
Investment  proposal  lo  tha  Community 
Development  Divisian  in  Washington. 
DC  The  bank  would  be  able  to  proceed 
with  the  investment  after  30  days, 
unless  otherwise  notified  by  the  OCC 

Structures  aad  Activities  Eligible  for 
Self-Certification 

The  proposed  $  24.13  provide*  a  list 
of  national  bank  CDC  and  CO  project 
organizational  structures  aod  activities 
that  are  eligible  fat  tha  self-certificatioa 
procesa.  Banks  could  moke  investments 
without  prior  OCC  approval  provided 
the  conditions  in  §§  24.4,  24.11  and 
24.13  are  met  However,  $  24.13  would 
not  preclude  investments  in  other 
structures  and  activities  which  would 
have  to  be  sobmitted  for  prior  OCC 
review  and  approval.  The  OCC's 
Community  Oevelopment  Division  in 
Washington,  DC  is  svai  labia  to  coosuh 
with  oedonal  banlu  and  assist  tiism  in 
determining  if  OCC  review  is  required. 
In  additiao,  as  the  OCC  develops 
experience  with  structures  and  activities 
not  included  in  $  24.13,  tha  OCC  will, 
from  time  to  time,  (upplaraeot  the  list 
by  revising  this  section  of  the  rule. 

Examinstiaii,  Records  and  Remedial 
Action 

The  proposed  §  24.21  states  that  the 
OCC  examines  na'jonal  bonk  CDC  and 
CO  project  Investments  and  that  a  bank 
must  keep  ncords  sufficient  to 
damonstrste  compUsnc*  with  this  part 
In  addition,  if  the  OCC  finds  a  violation 
of  law  or  regtiiatinn  or  determines  tliat 
tha  investmant  is  In/vmoomii  with  the 


seia  and  sound  operation  of  the  bank, 
the  OCC  will  require  remedial  action. 

Request  tar  Comments 

The  ComptroUar  of  the  Currency 
invites  coin  meats  on  any  aspect  of  this 
proposal.  Tha  OCC  Is  peirticularly 
interested  in  comments  from  the 
industry  and  the  public  on: 

1.  Whether  the  public  welfare  cntaria 
in  $  24.4  are  adequate  and  appropnals. 

2.  Whether  the  list  of  organizational 
structures  and  activities  in  $  24.13  is 
clear. 

3.  Whether  the  proposal  to  eliminate 
prior  OCC  review  of  investments  that 
meet  the  cntaria  In  S§  24.4  and  24.11 
and  S  24.13  will  benefit  banks  and 
promote  more  investments. 

Tha  OCC  also  encourages  comments 
on  whether  the  guidance  in  these 
sections  is  adequate  for  bank 
management  to  determine  if  prior  OCC 
approval  is  required  for  investments. 

Regulatory  FlsxibiKty  Act 

It  Is  hereby  certified  that  this 
regulation  will  not  have  a  significant 
economic  Impact  on  a  substantial 
number  of  small  entities.  Accordingly,  a 
regulatory  flexibility  analysis  Is  not 
required.  All  banks,  especially  small 
banks,  should  benefit  to  some  degree  if 
this  proposal  is  adopted  as  a  final  rule. 
This  rulemaking  will  permit  larger 
investmeiits  in  CDCs  and  CD  projects 
and  also  enable  investments  to  be  made 
on  an  expedited  basis.  This  should 
improve  the  long-term  health  of  the 
partidpatlDg  banks'  market  areas. 

ExecuUv*  Onler  122»1 

It  has  been  determined  that  this 
document  is  not  a  "major  rule"  as 
defined  in  E.O.  12291  snd  a  regulatory 
Impect  analysis  is  not  required.  The 
proposal  imposes  only  minimal  costs 
and  burdens  and  is  necessary  lo  ensure 
bank  safety  and  soundness.  The  overall 
impect  of  the  proposal  will  not  be 
significant. 

Paperwork  Redaction  Act 

The  collections  of  information 
contained  in  this  notice  of  proposed 
rulemaJdng  have  been  submitted  to  the 
Office  of  Klsnagement  and  Budget  for 
review  in  accordance  with  the 
Paperwork  Reductioo  Act  of  1980  (44 
use  3504(h)).  CommenU  on  the 
collections  of  Information  contained  in 
this  notice  of  proposed  rulemaiong 
should  be  tent  to  the  Comptroller  of  the 
Currency.  Legislative,  Ragiiialory  and 
Intamational  Activities  Divisian,  2S0  E 
Street  SW..  Washington.  DC  2C219.  with 
a  copy  lo  the  Office  of  Management  and 
Budgst  Papartwork  Reduction  Proiect. 
Washington.  DC  20503.  The  oollecHoas 
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of  information  in  thit  propoMd 
reauUtion  4r«  in  12  CFR  24.11.  Thii 
Infomution  it  needed  ta  promote  the 
Mfety  and  louodneu  of  national  banks 
and  compliance  with  law.  This 
information  will  be  used  to  identify 
bankj  maiung  CDC  and  CD  project 
investments,  to  plan  examination  and 
supervlsioa  of  the  investments,  and  to 
conduct  prior  review  of  investments 
most  likely  to  raise  legai.  policy,  or 
safety  and  soundness  concerns. 

The  CXX  estimates  that  300  for-profit 
institutions  will  file  investment 
proposals  or  certifications  annually.  The 
average  burden  will  be  approximately 
1.8  hours  per  participating  bank. 
Depending  on  whether  the  investment 
reouires  prior  review  and  approval  or 
only  a  latter  of  s«lf<ertification,  the 
actual  burden  per  bank  Is  estimated  to 
range  from  approximataly  one  hour  for 
a  letter  to  five  hours  for  a  complete 
investment  proposal.  Estimated  total 
annual  reporting  burden  for  12  CFR  part 
24:  540  burden  hours. 

ListofSubiects 

12CFFPart7 

Credit,  Insurance,  Investments, 
National  banks.  Reporting  and 
recordkeeping  requirements.  Securities. 
Surety  bonds. 

12CFHPart24 

Community  development.  Credit, 
Investments,  National  banks.  Reporting 
and  recordkeeping  requirements. 

Authority  and  Issuance 

For  the  reasons  set  forth  in  the 
preamble,  title  12,  chapter  I,  of  the  Code 
of  Federal  Regulations  is  proposed  to  be 
amended  as  follows: 

PART  7— { AMENDED] 

1.  The  authority  citation  for  part  7  is 
revised  to  read  as  follows: 

Audutrity^  12  U.S  C  1  et  je<;.,93«. 

47.74M    (Rwnovwil 

2.  Section  7.7480  is  removed. 

3.  A  new  part  24  is  added  to  read  as 
follows: 

PART  24— COMMUNITY 
DEVELOPMENT  CORPORATION  AND 
PROJECT  INVESTMENTS 

24.1  Authority,  purpose,  and  policy. 

24  2  Oefimtioas. 

24.4  Community  development  corpontion 

tod  community  development  project 

isvestnisats. 
24.11  Gommiimty  devalopmoDt  corporatioo 

and  community  development  project 

invettnunt  carti£c«tion  and  approval. 
24.13  Structures  and  acuvities  eligible  for 

the  certlficailon  process. 


24.21  Examination,  records,  and  remedial 
act  ion. 
Authorily:  12  U.S.C  24  (Eleventh),  93a. 
161,  4«1  and  181S. 

124.1    Authortty,  purpose  and  poJIcy. 

(a)  Authority.  The  requirements 
contained  in  this  part  are  authorized 
under  12  U.S.C  24  (Eleventh).  93a,  161. 
481  and  1818. 

(b)  Purpose.  This  part  implements  12 
U.S.C  24  (Eleventh)  and  permiU 
national  banks  to  maka  investments  in 
and  loans  to  community  development 
corporations  (CDCs)  and  community 
development  projects  (CD  projects), 
consistent  with  safe  and  sound  banking 
practices.  It  provides  the  standards  that 
will  be  used  by  the  Office  of  the 
Comptroller  of  the  Currency  (OCC)  to 
determine  whether  an  investment  is 
designed  primarily  to  promote  the 
public  welfare.  It  also  describes  OCC's 
approval  process,  which  provides  for 
pnor  OCC  approval  of  speafied 
investments,  but  which  enables  the 
majority  of  these  investments,  which 
meet  established  conditions,  to  be  made 
without  pnor  OCC  approval. 

(c)  Policy.  (1)  The  OCC  encourages 
each  national  bank  to  make  efforts, 
consistent  with  its  capabilities  and 
condition,  to  address  local  community 
development  needs,  and  to  promote 
economic  growth.  The  OCC  believes 
that  one  elective  way  for  many  national 
banks  to  address  those  needs  is  by 
making  CDC  and  CD  project 
investments,  consistent  with  the  safe 
and  soimd  operation  of  the  bonk. 

(2)  CDC  and  CD  project  investments 
should  supplement  bankable  lending 
prt>grams  and  services  offered  by  the 
bank  in  the  regular  course  of  business  to 
help  meet  community  credit  needs.  CDC 
and  CD  project  investments  are  not 
regular  bankable  loans  or  investments. 
Under  this  part,  national  bonks  can 
undertake  community  development 
activities,  such  as  equity  investments  in 
nal  estate,  equity  and  special  debt 
investments  in  small,  new  companies, 
or  the  renovation  of  neighborhood 
commercial  or  residential  properties, 
that  are  permitted  only  if  they  primarily 
serve  the  public  welfare. 

}24J    DeflnKlens. 

(a)  Adequately  capitaJized.  For 
purposes  of  this  part,  a  national  bank  is 
adequately  capitalized  if  the  bank  meets 
the  definitional  requirements  for  "well- 
capitalized"  or  "adequately  capitalized" 
in  12  CFR  6.4(b). 

(b)  Bankable  means,  with  reference  to 
lending,  a  loan  made  in  the  ordinary 
course  of  business,  on  a  sound  basis  in 
conformance  with  a  bank's  normal 


underwnting  standards  and  lending 
poliaes:  and,  with  reference  to 
investments,  an  Investment  that  satisfies 
securities  eligibility  standards 
established  for  investments  by  national 
banks  tmder  the  provisions  of  12  U.S.C 
24  (Seventh)  and  12  CFR  part  1. 

(c)  Communjty  development 
corporation  (CL>Cj  means  a  corporate 
entity  established  by  one  or  more 
financial  Institutions  or  by  financial 
institutions  and  other  investors  or 
members,  and  operating  for  the  primary 
purpose  of  housing  development, 
economic  growth  and  revilalization. 
small  and  minority  business  creation, 
and  other  community  development 
Initiatives.  A  CDC  operates  within  i 
defined  neighborhood  or  area. 
Including,  for  example,  low-  and 
moderate-income  areas,  and 
govammentally  designated 
redevelopment  areas,  cities,  towns, 
counties,  or  states. 

(d)  Community  development 
corporation  subsidiary  (CDC  subsidiary) 
means  a  CDC  that  is  a  subsidiary  of  a 
national  bank  and  which  is  maionty- 
owned  by  that  national  bank  or  a  Ci)C 
which  is  majonty-owned  by  a  national 
bank  and  its  affiliates. 

(el  Community  development  project 
(CD  project!  means  a  speafic  project  in 
a  particular  location,  such  as  a 
neighborhood,  town,  county,  or  state, 
the  primary  purpose  of  which  is  the 
economic  improvement  of  that  area  or 
the  provision  of  bousing  for  low-  and 
mooarete-income  persons  in  that  area.  A 
CD  project  investment  funds  the 
development  or  renovation  of  one  or 
mora  specified  residential  or 
commercial  properties  in  a  manner 
consistent  with  community  and 
governmental  revilalization  plans. 
National  bank  loons  or  special  debt 
investments  to  support  community- 
based  development  organizations  (such 
as  those  controlled  by  community 
residents,  businesses  and  governments) 
are  also  CO  project  investments. 

(f)  Low-  and  moderate-income  areas 
or  communities  means  areas  where  at 
least  51  percent  of  the  residents  are  low- 
and  moderate-income  persons  and 
families. 

tg)  Low-  and  moderate-income 
personlsl  and  families  means 
individuals  and  families  whose  incomes 
do  not  exceed  80  percent  of  the  median 
income  of  the  area  involved,  as 
determined  by  the  Secretary  of  the  U.S. 
Department  of  Housing  and  Urban 
Development,  with  adjustments  for 
smaller  and  larger  families.  In 
conjunction  with  this  term,  the  area 
involved  shall  be  determined  in  the 
same  manner  as  an  area  is  determined 
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for  purpoae*  at  lowar-locoma  bousing 
tuisMjica  uiMlar  42  U.S.C  14371. 

(k)  Minonty-ownad  tmall  businesaet 
masni  imAJj  nuilnoiwi  a<  ditnti  la 
S  24.2{iJ  tiut  ars  majonty-ownad  by 
maaban  o/  mioodty  group*  or  by 
women. 

(i)  SigaificaiU  risk  to  the  deposit 
insurance  fund  shall  ba  undersU>od  to 
be  prsMnt  whenever  there  it  ■  high 
probability  that  any  Lniurance  fund 
adminiatered  by  the  Federal  Depoait 
laauranca  Corporation  shall  sufTer  a 
losa. 

(j)  Small  businesses  meana  businesses 
that  are  smaller  than  the  maxirDum  sl28 
eligibility  ttandarda  established  by  the 
Small  Butioaaa  Admlniatration  (SBA) 
for 

(1)  The  Small  Buslnesa  Investment 
Company  and  Development  Company 
Programs,  which  are  set  forth  In  13  CFR 
121.802(a)(2);  or 

(2)  The  SBA  section  7(aj  loan  and 
guarantee  program  which  are  tel  forth  in 
13  CFR  121.801. 

124.4     Ctmuiiuni*!  cta»«<<nw»««W 
cofpofattan  and  ooOTiaufi^f  oavato^^MfM 


(a)  Permitted  oublic  wcifan 
investments.  Subject  to  the  provisions  of 
$24.11,  a  aational  bank  may  make  an 
equity  or  debt  inveatm«nt,  including  a 
loan  that  la  oot  bankable,  in  a  CJXZ  or 
CO  project  that  is  designed  primahly  to 
promoct  the  public  w^iare.  The  OCC 
will  consader  a  CDC  and  CD  protact 
in*estment  to  ba  primarily  designed  to 
promote  the  public  welfare,  i/  all  of  the 
followiog  anteria  are  nMt: 

(1)  The  InvestnMDt  pnmarUy  benefits 
low-  and  moderats-lncoma  persona  and 
familiea  or  amali  businaaaas,  including 
minohty-ovvned  small  busioesses; 

(2)  The  InvestmaQl  addreasea  ooa  or 
mora  damonstiatad  community 
development  needs  in  a  conimuaity 
aerved  by  the  bank,  including  the  needs 
of  low-  and  moderate- incoma  areas  or 
communitiaa,  or  govanunentally 
designated  redevelopment  areas  (s>ich 
as  by  providing  housuig,  services,  or 
jobs); 

(3)  There  is  nonbank^oommunity 
Involvemeat  in  the  CDC  or  CD  project, 
including  representatives  of  the  aiiected 
governmental,  housing  or  small 
business  sectors  and,  /or  a  CDC 
controlled  by  one  or  more  national 
bank,  such  involvement  is  evidanced  io 
the  composition  of  the  dX^  board  of 
directors:  and 

(4)  The  profits  and  dividends  received 
by  the  bank  from  the  CDC  or  CD  project 
Investment  are  devoted  to  activities  that 
primarily  promote  the  public  welfare 
and,  In  the  case  of  a  Cor-profil  QXZ 
controlled  by  one  or  more  national 


banks,  are  reinvested  in  the  CDC  du.ing 
its  first  three  years  of  operatlan. 

(b)  Investment  limits.  A  national 
bank's  investments  undar  this  part  may 
not  exceed  S  percent  of  ita  unimpaired 
capital  and  surplus,  except  that  the  OOC 
may,  on  a  cas»'0y-casa  basia,  and  as 
described  In  5  24.11.  approve 
investments  not  exceeding  10  percent  of 
a  bank's  unimpaired  capital  and 
surplus. 

(c)  Accoantjng  for  CDC  and  CD 
project  investments.  The  Instructions  for 
Consolidated  Reports  of  Condition  and 
Income  published  by  the  Federal 
Financial  Institutions  Examination 
Council  (FFTEC  Instructions)  provide 
guidance  for  regulatory  accounting  and 
reporting  for  Investments  in  substdiariss 
and  similar  entities.  A  copy  of  the 
FFTEC  Instructions  may  be  obtained 
from  the  National  Technical  Information 
Service.  U.S.  Department  of  Commerce. 
528S  Port  Royal  Road.  Springfield.  VA 
22161.  The  following  guWanta  is 
provided  for  Bational  bank  Investments 
in  CDC  and  CD  project  investments 
consistent  with  the  FFIEC  Instructions: 

(1)  Generally,  a  bank's  investments  in 
QXZs  and  CD  projects  involve  a  limited 
ownership  percentage  and  are  not 
material.  As  a  result,  these  investments 
may  be  recorded  as  'other  assets"  at 
cosL 

(2)  If  the  CDC  or  CD  project  meets  tbe 
dafini«k>a  of  a  signifiant  majority- 
owned  nibadlary  in  the  FFTEC 
Instructions,  it  should  generally  be 
coQsoiidaled  on  a  iine-by-line  basis. 

(3)  U  the  investment  is  a  partnership, 
joint  venture,  or  uooooaolidaled 
subsidiary  over  which  Iha  bank 
exartnses  significant  influence,  iha 
Interast  should  be  praeented  as  an 
Inveatmsnt  in  a  joint  venture  or 
««crw-i«t«rl  compaoy  and  accounted  for 
under  iha  equity  method  of  accounting. 

(dl  Uimted  liability.  A  aabonal  bank 
shall  not  make  a  CDC  or  CD  project 
Invactmeoi  if  that  investment  would 
expose  the  bank  to  unlimited  Uabilitv. 

(e)  CDC  and  CD  pro/eel  policies.  The 
bank's  board  of  diredon  shall  adopt 
wnttan  poiiises  governing  CDC  and  CD 
proiact  investments.  CDC  or  Q}  project 
policies  usually  address  such  matters  as 
regulatory  compliance,  evaluauon  and 
achievement  of  CDC  and  CD  prO|ect 
goals,  and  effective  CDC  or  CD  project 
managetr.ent. 

124.11     Conuaunlly  davaaoanwil 
eorporatlan  and  eonwnunlly  ds«ek>pinenl 
project  Inveatnent  eerUflcatlon  and 
approvst. 

(a)  investments  aot  requiring  prior 
review.  (1)  Any  invesLmact  whure  prior 
CXX  approval  is  not  required  undar 
$  24  11(b)  may  be  made  without  prior 


notification  to.  or  approval  by.  the  OCC 
However,  wilhin  10  days  aAar  the 
investment  is  mada,  the  oaUooai  bank 
shall  submit  a  letter  oi  certiCcalion  to 
the  Comptrollar  of  the  Currency, 
Community  DeveJopmeot  Division, 
Washington.  DC  20219. 

(2)  The  letter  of  cartificatioii  must 
indicate  that  tha  bank's  lovesiniant 
meets  the  requirements  of  this  part,  and 
is  not  subject  to  pnor  CCC  renew.  The 
letter  of  cartificaOoa  must  also  Include: 

(i)  Tha  name  of  tha  QX  or  CD  proje<:t: 

(ii)  Tha  par  project  sad  aggregate 
investmaot  anHiunis:  and 

(iii)  Tha  applicable  percentage  of 
unimpaired  capital  and  turplua  for 
each. 

(b)  Investments  requiring  prior  CXX 
approval.  A  nMinnal  bank  seal!  submit 
an  investment  for  any  planned  Q3C  or 
CD  pro)act  Invastisant  to  the  OCC  for 
prior  review,  if  any  of  the  conditions  in 
paragraphs  (b)  (1)  through  (4)  of  this 
saction  exist: 

(1)  The  national  bank: 

(i)  Has  a  composite  rating  of  3.  4  or 
5  under  the  Uniform  Finandal 
Institutions  Rating  System;  or 

(ii)  Is  covered  by  an  informal  or 
formal  enforcement  action;  or 

(iii)  Is  not  adequately  capitalizsd  as 
defined  in  $24.2(a1: 

(2)  The  national  bank  has  more  than 
SlOO  million  in  assets  and  plans  to 
make  one  or  more  investments  in  a 
single  CDC  or  CD  project  that  will  total 
an  amount  that  exceeds  2  percent  of  Its 
unimpaired  capital  and  surplus; 

(3)  The  national  bank  propoeaa  to 
make  a  CDC  or  Q}  project  investmeol 
that  would  cause  its  aggregate 
investments  in  all  CDCs  or  CD  projacts 
to  exceed  S  percent  of  its  unimpaired 
capital  and  surplus,  or  proposes 
subsequent  investinaiUs  over  3  percent; 
or 

(4)  The  propoted  CDC  or  CD  pmiact 
investment  falls  in  one  of  the  following 
four  categ|ories: 

(i)  The  investment  is  in  a  de  novo 
CDC  subsidiary  or  is  In  a  CDC 
controlled  by  one  national  bank  and  its 
affiliates: 

(ii)  The  investment  involves  the 
transfer  of  properties,  earned  en  the 
bank's  books  as  "other  real  estate 
owned"  !0R£0),  to  a  CDC  in  which  Oie 
bank  has  or  will  have  an  ownership 
interest  (which  the  OCC  will  consider 
only  under  limited  circunuiances  as 
stated  in  §24  iKeKiiil): 

(iii)  The  investment  prtrvides  funds 
for  protects  in  a  state  outside  the  stale 
where  the  bank  is  located;  or 

(iv)  The  investment  will  be  in  a 
structure  or  support  activities  other  than 
those  that  the  OCC  has  included  in 
§2413. 
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(c)  OpuoncI  nvim  A  nttlonil  b«ck 
may  requan  CXX  rmew  and  •pprovtj 
of  icvwtment  propo«ali  far  LnveftmeaU 
not  covered  under  $  24.11(b). 

(d)  CDC  or  CD  project  investment 
pmposaJs.  (1)  A  national  bank  sh&U 
submit  an  invsstmsnt  praposal  for  any 
inveitment  covered  in  5  24.11(b)  to  the 
OfGcs  of  the  Comptroller  of  the 
Currency.  Community  Development 
Division.  Washington.  DC  20219. 

(21  A  national  bank  shall  include  in 
its  QX  or  CO  project  inveitment 
proposal  a  discussion  of: 

(i)  How  the  invaslment  meets  the 
requirements  of  this  part: 

(li)  The  organizational  structure  and 
type  of  investment; 

(iii)  The  planned  activities:  and 

(iv)  The  per  project  and  aggregate 
investment  amounts,  including  the 
applicable  percentage  of  unimpaired 
capital  and  surplus. 

[el  OCC  approval  of  inrestmenta.  (1) 
The  OCC  may  consider  any  information 
available  in  its  decisions  regarding  COC 
and  CD  project  investment  proposals. 
The  OCC  generally  will  consider  faaors 
such  as: 

(i)  Whether  the  proposal  meets  the 
requirements  of  this: 

(ii)  Whether  the  investment  is 
consistent  with  the  safe  and  sound 
operation  of  the  bank: 

(ill)  If  an  OREO  transfer  is  proposed, 
whether  the  pnmary  public  welfare 
benefits  of  the  transfer  are 
demonstrated:  whether  the  transfer 
meets  OCC  requirements  for  divestiture; 
whether  ail  supervisory  concerns 
regarding  the  transfer  are  addressed:  and 
whether  other  factor*  the  OCC  may 
consider  relevant  are  addressed:  and 

(iv)  Whether  the  investment  is 
consistent  with  other  requirements  and 
policies  of  the  OCC 

(2)  Unless  otherwise  notified  by  OCC 
the  bank  may  make  the  proposed  COC 
or  CD  project  investment  afler  30  days 
from  the  date  the  OCC  receives  the 
bank's  investment  proposal.  The  OCC 
will  provide  written  notice  to  the  bank 
to  indicate  receipt  of  the  proposal. 

(3)  The  OCC.  by  notifying  the  bank, 
mav  extend  ihe  30-day  penod.  If  so 
nouf.ed,  the  bank  may  make  the 
investment  only  with  the  written 
approval  of  the  OCC. 

(4)  Notwithstanding  §  24.11(ei(2).  a 
bank  must  obtain  axplial  written 
approval  £rom  the  OCC  for  any  CDC  or 
CD  project  investment  that  causes  a 
bank's  aggregate  investments  under  this 
pan  to  exceed  5  percent  of  its 
unimpaired  capital  and  surplus,  and  for 
any  subsequent  investment  m  excess  of 
that  amount.  The  OCC  will  approve 
investments  only  for  adequately 
capitalized  banks  as  defined  in  $  24  2(a) 


and  only  those  that  do  not  poaa  t 
significant  nsk  to  the  deposit  insurance 
fund  as  defined  in  $  24.2(i). 

(S)  The  OCC  may  impoaa  cat  at  mor* 
conditions  in  connection  with  itj 
approval  of  a  CDC  or  CD  project 
investment 

124.13    Smjcturea  and  actMIlM  tHgM* 
(or  itM  cartHlcatlon  p<oc*aa. 

(a)  Eligible  structures  and  activities. 
(1)  This  section  describes  CDC  and  CD 
project  organizational  slructurea  and 
activities  that  are  referred  to  in 
5  24.11(b)(4)(iv).  U  consistent  vn\h  other 
requirements  of  S5  24.4  and  24.11.  a 
bank  may  make  these  investmentj 
without  prior  notice  to  or  approval  by 
the  OCC. 

(2)  The  OCC  will  propose  revision*  to 
5  24  13.  from  time  to  time,  to  add  new 
CDC  and  CD  project  structures  and 
activities  to  those  that  are  eligible  for 
the  certification  process  of  S  24.11(a). 

fb)  Eligible  structures.  The  structtires 
listed  in  this  paragraph  (b)  are  eligible 
struaures  for  the  certification  process 
under  5  24.11(a):  (1)  A  for-profit  or 
nonprofit  multibank  CDC.  provided  the 
CDC  is  not  a  CDC  subsidiary  as  defined 
in  $  24.2(d): 

(2)  A  CDC.  either  for-profit  or 
nonprofit,  with  bank  and  or  nonbank 
investors,  that  meets  the  requirements  of 
this  part,  established  by  formal  action  of 
a  state  or  a  gecerei  unit  of  local 
government  or  by  govammeatAl 
agencies  delegated  that  authority  by 
action  of  the  state  or  local  government: 

(31  A  nonprofit  community-based 
development  organization  that  meeta 
the  requirements  of  $  24.4  (such  as  those 
primarily  controlled  by  community 
residents,  businesses  and/or 
governments  in  the  target  area):  and 

(4)  A  real  estate  limited  partnership 
operating  only  in  the  state  where  the 
bank  is  located  that  qualifies  for  the 
Federal  low-income  housing  \ix  credit 
program  and  is  managed  by  a  nonprofit 
general  or  co-general  partner.  Such  a 
real  estate  limited  partnership  must  be 
structured  to  Limit  the  bank's  liability  to 
an  amount  not  exceeding  the  bank's 
capital  investment  and  any  specific 
contingent  liabilities,  to  avoid  bank 
par.icipation  in  the  control  of  the 
business  of  the  partnership,  and  to 
refiect  steps  taken  by  the  bank  to  stnctly 
limit  lis  activities  within  the  U.-nited 
partnership,  consistent  with  state  law. 
so  that  it  clearly  maintains  its  limited 
partner  status. 

(c)  Eligible  activities  (1)  Activities 
that  are  aligibla  for  the  certification 
process  under  §  24.11(a)  and  that  may 
be  undertaken  through  CDCs  or 
community-based  development 
organizations  listed  under  paragraphs 


Cb)(l)  through  (b)(3)  of  this  section 
include: 

(i)  Acquiring,  dereloplng, 
rehabilitating,  managing,  and  sailing  or 
renting  housing  designed  primarily  to 
benefit  low-  and  moderate-income 
residents  of  the  bank's  community,  or 
providing  equity  or  debt  financing, 
including  loans,  to  promote  such 
housing  activities,  provided  the 
financing  is  not  bankable: 

(ii)  Providing  equity  financing,  loans, 
or  loan  guarantees  that  are  not  bankable 
for  small  businesses,  including 
minonty-owned  businesses,  to  stimulate 
economic  development  and  job  aeation 
in  a  targeted  area: 

(iii)  Providicg  technical  assistance 
services,  credit  counseling,  community 
development  research,  and  program 
development  assistance,  for  small 
businesses  including  minority 
bus:nesses.  low-  and  moderate-income 
families  and  areas,  or  nonprofit 
community  development  corporations 
to  help  achieve  community 
development  goals: 

(iv)  Acquiring,  developing, 
rehabilitating,  managing,  and  selling  or 
renting  commeroal  or  mdustrial 
properties,  provided  that: 

(A)  Each  property  is  in  a  low-  or 
moderate-income  or  govemmantally 
designated  redevelopment  area  and  is 
primanly  occupied  by  small  businesses, 
including  minonty-owned  smail 
businesses: 

(B)  Each  property  is  developed  in 
accordance  with  a  governmental  plan 
for  revitalization  or  development:  and 

(C)  The  pnvate  market  is  not 
addressing  the  development  need. 

(vj  Invesung  in  one  or  more  real  estate 
limited  partnerships  as  a  limited  partner 
to  support  projects  that  qualify  for  the 
Federal  low-income  housing  tax  credit 
program,  provided  they  are  located  only 
withm  one  state  where  the  bank  is 
located  and  are  managed  by  a  nonprofit 
general  or  co-general  partner. 

(2)  Activities  that  are  eligible  under 
$  24.11(a)  for  the  certification  process 
and  may  be  undertaken  by  real  estate 
limited  partnerships  described  in 
paragraph  (b)(4)  of  this  section  include; 

(i)  Equity  investment  in  one  or  more 
low-  and  moderate-income  housing 
project(s)  qualif>'ing  for  the  Federal  low- 
income  housing  tax  credit,  provided  the 
projects  are  within  one  state:  and 

(ill  Equity  investment  as  a  limited 
partner  in  one  or  more  operating  li.Tiited 
partnerships  that  are  managed  by 
nonprofit  general  or  co-general  partners 
and  that  develop  low-  and  moderate- 
income  housing  projects  qualifying  for 
the  Federal  low-income  housing  tax 
credit,  provided  the  projects  are  within 
one  state. 


90 


3S4M 


f «dfml  Xtpalar  I  VoL  58.  No.   135  /  Fnday,  [uly  16.  1993  /  Proposed  RuJ«s 


1 24  J1     EjMmlnatton,  rveorttt,  md 


(■)  Examination.  NaUon«l  bank  CDC 
or  CD  projact  mvmtn>an£i  tr«  govarnad 
by  tba  axunioation  provitiona  of  12 
use  481. 

(b)  Fecords.  Evsry  national  bank  shall 
maintain  in  its  Glaa  information 
adequate  to  demonstrata  that  it  is  in 


compliance  wiifa  ihe  rsquirementi  of 
ihia  part 

(c)  RemediaJ  ocoon.  U  th«  OCC 
iscertaini  that  a  dX  or  CD  project 
investment  is  in  violation  of  law  or 
reflation,  la  Inconsistent  with  the  laia 
and  sound  operetion  of  the  bank,  or 
posea  a  significant  risk  to  the  bank 


deposit  insurance  fund,  the  aauonai 
bank  shall  taka  appropnaie  remedial 
action  as  determined  by  the  OCC 

Dated:  hily  ]0.  1993. 
ta^mai  A.  Lud«i(. 
Comptnlier  o/tA*  Cumncy. 
[FK  Doc  83-1»«S0  Filed  7-li-9}:  t*i  ami 
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MEMORANDUM 


Comptrollar  of  th«  Currency  ^  93-42 

Administrator  of  National  Banks 


Washington,  O.C.    20219 


To:  All  OCC  Examining  Staff 

From:  Eugene  A.  Ludwig   '  /{  < 

Date:  April  M,  1993 

Re:  Implementation  of  the  President's  Credit  Availability  Program 


As  your  new  Comptroller  I  want  to  share  with  you  several  recent  observations  about  our 
examination  process  as  it  relates  to  President  Clinton's  recently  announced  program  to  help 
snmulate  lending,  particularly  small-  and  medium-sized  business  lending. 

I  hope  that  you  will  review  this  memorandum  and  attached  nuterial  with  particular  care.  It 
relates  to  an  issue  of  national  importance  in  which  both  you  and  I  play  a  critical  role. 

Over  the  last  several  years,  the  OCC  examination  staff  has  ^ced  up  to  as  tough  a  challenge  as 
has  been  undertaken  by  bank  supervison  in  this  century.  As  a  result  of  OCC  efforts,  pushed 
forward  in  a  period  of  adversity,  the  banking  industry  happily  did  not  go  the  way  of  the  S&L 
industry.   That  job,  largely  accomplished,  is  a  credit  to  the  OCC's  fine  examination  teams. 

As  confident  as  I  am  that  the  OCC  examination  staff  has  done  a  fine  job  fulfilling  its  mission 
over  the  past  several  yean,  I  am  also  convinced  chat: 

we  are  now  entering  a  new  period  where  the  challenges  are  quite  different  from  the 
period  .we  have  just  been  through; 

at  this  point  in  time,  credit  availability,  particularly  to  small-  and  medium- 
sized  businesses,  is  one  of  the  critical  elements  in  a  strong  economic 
recovery,  a  recovery  that  includes  meaningful  job  growth; 

credit  availability  has  been  impeded  by  certain  rules,  regulations,  and 
processes  that  have  been  overly  restrictive;  and 


78-194  -  94  -  4 


92 

such  overly  rcatrictive  nilts,  regulations  and  processes  can  be  changed 
without  sacrifigjng  yifftv  and  soundng^v 

The  President's  program  -  announced  on  March  1 0th  in  a  speech  attended  by  members  of 
Congress  and  the  heads  of  the  federal  bank  and  thrift  supervisory  agencies,  and  in  a  joint 
statement  by  the  federal  bank  and  thrift  regulatory  agencies,  a  copy  of  which  I  enclose  -  strikes 
this  balance  between  credit  availability  and  safety  and  soundness. 

Importantly,  the  President's  new  program  seeks  to  strike  this  balance  by  principally  doing  three 
things. 

First,  the  program  targets  for  change  specific  rules  and  regulations  that  are 
overly  burdensome.  These  changed  rules  and  regulations  will  be  published 
over  the  next  several  months.  And,  of  course,  as  these  rules  and  regulations 
are  changed,  copies  will  be  immediately  provided  to  you. 

Second,  the  program  asks  the  supervisory  agencies  to  identify  new  areas  of 
activity  for  banks  and  thrifts  that  pose  risks  that  ought  to  be  regulated  more 
carefully.  Here  too,  as  rules  and  regulations  are  written  to  d^  with  these 
issues,  we  will  of  course  get  them  to  you. 

Third,  the  President's  program  identifies  certain  ways  in  which  the 
examination  process  itself  can  be  effective,  while  at  the  same  time  less 
burdensome.  For  example,  the  program  will  eliminate  duplication  of 
examinations  by  multiple  agencies,  except  where  such  duplication  is 
explicitly  required  by  law. 

However,  regardless  of  how  well  crafted  this  program  may  be,  the  key  to  making  this  program 
work,  the  key  to  a  stronger  economy  and  sounder  banks,  is  you  the  examiner.  The  rules  and 
regulations  which  we  redraft  are  only  fully  effective  if  you  the  exanvuier  implement  them  both 
carefully  and  correctly  and  in  the  spirit  of  the  President's  program. 

Furthermore,  beyond  the  specific  rule  changes  effected  by  the  President's  program  is  the  all- 
important  area  of  examiner  judgment  which  is  so  central  to  bank  and  thrift  examinations. 

I  know  our  examiners  are  extremely  capable  individuals  with  very  good  judgment.  However, 
I  am  also  well  aware  that  the  events  of  the  past  several  years  have  conspired,  in  essence,  to 
pressure  examiners  into  being  overly  restrictive  in  some  instances.  And,  this  restrictiveness  has 
in  a  number  of  cases  caused  banks  to  pull  back  from  lending,  even  in  cases  where  the  potenoal 
borrower  may  have  been  creditworthy. 

As  things  have  stood,  it  has  been  too  easy  for  bankers  and  examiners  alike  to  fall  into  the  trap 
of  substituting  rigid  procedures  and  reviews  for  good  judgment  in  assessing  the  risk  and  strength 
of  loans.    A  fundamental  goal  of  the  President's  program  on  credit  availability  is  to  free  both 
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bankcn  and  examinen  from  this  trap.  The  program  is  intended  to  give  you  the  freedom  to  do 
what  you  do  best  —  use  your  experience  and  good  judgment. 

Banks  cannot  and  should  not  be  forced  to  eliminate  all  risk  from  their  balance  sheets.  The 
President  in  announcing  his  program  recognized  the  consequences  of  attempting  to  establish  a 
risk-free  banking  system  —  a  system  with  anemic  credit  availability  which  in  the  end  actually 
leads  to  less  safety  and  soundness  in  the  banking  system.  The  President  also  recognized  the 
importance  of  the  examination  function  in  achieving  safety  and  soundness  and  credit  availability 
through  helping  banken  to  properly  manage  risk. 

Finally,  I  have  confidence  you  will  assist  me  in  making  this  program  work.  In  this  regard,  I 
want  to  make  clear  to  you  that  I  take  full  responsibility  for  the  changes  that  are  being  effected 
by  this  program.  If  there  is  criticism  of  the  program,  it  is  my  job  to  bear  the  brunt  of  this 
criticism.  I  stand  behind  this  program,  because  I  firmly  believe  that  it  is  the  right  thing  to  do 
and  that  it  will  result  not  merely  in  greater  credit  availability  for  our  economy,  but  also  in  a 
safer -and  sounder  banking  system. 

If  you  have  any  questions  or  suggestions  about  this  effort,   please  send  them  directly  to  me. 


COMMUNITY  DEVELOPMENT  FINANCIAL 
INSTITUTIONS  ACT  OF  1993— S.  1275 


WEDNESDAY,  SEPTEMBER  8,  1993 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 

The  committee  met  at  10:10  a.m.,  in  room  SD-538  of  the  Dirksen 
Senate  Office  Building,  Senator  Donald  W.  Riegle,  Jr.  (chairman  of 
the  committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  DONALD  W.  RIEGLE,  JR. 

The  Chairman.  The  committee  will  come  to  order. 

Let  me  welcome  all  those  in  attendance  this  morning. 

We're  here  today  to  take  testimony  on  S.  1275  which  is  the  ad- 
ministration's Community  Development  Financial  Institutions  Act 
proposal.  This  initiative  will  strengthen  and  expand  the  existing 
network  of  community  oriented  financial  institutions  serving  in  dis- 
tressed areas  throughout  the  Nation. 

Shortly  after  President  Clinton's  initial  announcement  on  July 
15,  the  Banking  Committee  held  a  hearing  to  examine  the  pro- 
posal. 

The  purpose  of  today's  hearing  is  to  gather  further  comment,  as 
the  committee  moves  forward  on  a  bipartisan  basis,  to  refine  the 
legislation  and  undertake  to  move  it  through  the  legislative  process 
and  into  law. 

We're  honored  to  have  today  the  Secretary  of  Housing  and  Urban 
Development,  Henry  Cisneros,  and  Treasury  Under  Secretary, 
Frank  Newman,  to  discuss  S.  1275. 

Secretary  Cisneros  has  already  shown  great  leadership  in 
refocusing  our  national  agenda  on  the  plight  of  distressed  commu- 
nities, and  to  ensure  that  the  Federal  Government  plays  a  more  ef- 
fective role  in  promoting  their  revitalization. 

I  want  to  say  how  pleased  we  all  are  at  the  progress  your  son 
has  made  since  he  had  that  very  difficult  operation,  and  a  lot  of 
prayers  were  answered.  So  we  feel  very  powerfully  about  that. 

Secretary  Cisneros.  Thank  you.  Senator. 

The  Chairman.  I  want  to  say  also  to  the  Secretary  of  the  Treas- 
ury, Under  Secretary  Newman  has  been  pushing  very  hard  in  this 
area,  and  we  appreciate  that,  along  with  the  work  of  Cabinet  Sec- 
retaries Bentsen,  Brown,  and  Espy,  who  have  been  key  players  in 
crafting  the  President's  community  development  package.  We're 
very  interested  in  their  testimony  today. 

After  we  have  received  that,  the  committee  will  also  hear  from 
a  panel  of  witnesses  representing  the  banking  industry,  community 

(95) 


96 

advocates,  and  local  and  national  community  development  profes- 
sionals. Together,  they  bring  a  wealth  of  experience  and  expertise, 
and  we  welcome  and  need  their  practical  insights  as  we  refine  this 
bill  and  move  it  toward  enactment. 

Today,  I  want  to  take  a  minute,  at  the  outset,  to  try  to  gather 
up  a  number  of  things,  and  to  try  to  put  into  a  clear  focus  the 
emergence  of  a  new  national  urban  strategy  that  is  now  taking 
place. 

The  Community  Development  Financial  Institutions  initiative 
that  brings  us  here  today  is  really  the  latest  piece  in  an  urban  revi- 
talization  strategy  that  the  committee  and  the  Congress,  and  now 
the  Clinton  administration,  has  been  developing  over  the  past  few 
years,  and  now,  in  the  case  of  the  administration,  the  last  few 
months. 

This  strategy  is  really  based  on  several  goals.  Certainly  creating 
opportunity,  really  stressing  the  need  for  community  and  t3dng  peo- 
ple together  in  a  teamwork  way,  we  are  trying  to  expand  opportu- 
nities for  inner-city  residents,  particularly,  to  join  the  economic  and 
social  mainstream  and,  at  the  same  time,  to  strengthen  commu- 
nity-based organizations  that  are  vital  and  that  really  are  right 
there  where  the  problems  are  and  have  so  much  knowledge  and  ca- 
pacity. We  need  them  to  help  lead  and  guide  our  efforts  to  build 
on  these  new  opportunities. 

The  committee's  efforts  to  date,  stretching  now  back  over  the  last 
4  years,  are  focused  on  really  three  principal  areas.  Access  to  cap- 
ital, without  which  almost  nothing  can  happen.  Access  to  jobs, 
which  are  really  the  keystone  of  getting  any  kind  of  sustained  up- 
ward lift  in  our  communities.  And  access  to  housing,  which  is,  of 
course,  a  direct  jurisdictional  focus  and  responsibility  of  this  com- 
mittee. 

The  Community  Development  Financial  Institutions  bill  before 
us  now  complements,  really,  the  first  of  these  areas,  which  has 
been  a  very  high  priority  for  us.  Our  hearings  have  documented 
that  inner-city  areas  are,  for  the  most  part,  starved  for  the  critical 
capital  that  they  need  for  economic  opportunity.  We  have  tried,  in 
various  ways  now,  over  time,  to  address  that  need  going  back  to 
1989,  as  part  of  the  Financial  Institutions  Reform  Recovery  and 
Enforcement  Act,  FIRREA,  as  it's  called. 

We  strengthened  the  Community  Reinvestment  Act  by  requiring 
public  disclosure  of  ratings,  and  the  data  relied  upon  by  examiners 
to  arrive  at  ratings.  We  wanted  to  see  and  be  able  to  measure  what 
was  actually  happening. 

We  also  expanded  the  Home  Mortgage  Disclosure  Act  to  require 
disclosure  of  the  race,  sex,  and  census  tract  of  every  mortgage  loan 
applicant.  There  was  a  reason  for  that. 

In  the  Federal  Deposit  Insurance  Improvement  Act  of  1991,  we 
required  bank  regulators  to  refer  patterns  of  lending  discrimination 
to  the  Justice  Department  for  prosecution. 

Last  year,  we  passed  landmark  legislation  that  requires  Fannie 
Mae  and  Freddie  Mac  to  purchase  mortgages  for  low-  and  mod- 
erate-income families  and  for  housing  located  in  the  inner  cities. 

All  these  things  have  a  common  design,  and  they  are  now  walk- 
ing together  in  policy. 


97 

We  also  created  a  demonstration  program  to  seed  and  support 
Community  Development  Financial  Institutions,  similar,  but  on  a 
smaller  scale  to  the  program  that  we  are  here  to  consider  today. 
And  we  are  following  through  on  these  legislative  initiatives  that 
are  now  embedded  in  law  and  in  practice  with  very  vigorous  over- 
sight of  fair  lending  enforcement. 

The  committee  has  also  been  working  to  increase  opportunity  for 
urban  residents  by  promoting  access  to  jobs. 

In  1991,  we  passed  the  Inter-modal  Surface  Transportation  Effi- 
ciency Act,  which  reverses  the  anti-city  bias  of  Federal  transpor- 
tation policy.  It  increases  community  control  over  transportation 
policy,  and  allows  localities  to  experiment  with  strategies  to  con- 
nect inner-city  workers  to  jobs. 

In  the  1992  Housing  Act,  we  required  jobs  created  by  Federal 
Housing  and  Community  Development  Assistance  to  go  first  to  low- 
income  neighborhood  residents,  and  we  created  Youth  Build  for 
which  community  groups  educate  and  train  disadvantaged  youth  as 
they  build  affordable  housing  in  their  own  neighborhoods. 

This  year's  Budget  Reconciliation  Bill,  which  I  had  the  chance  to 
help  draft  as  a  Member,  also,  of  the  Senate  Finance  Committee  and 
the  Conference  Committee,  complemented  these  efforts  with  very 
important,  additional  legislative  tools  which  have  really  not  gotten 
too  much  emphasis  yet  in  the  over-arching  coverage  of  that  Deficit 
Reduction  Bill.  But  in  that  package,  we  have  now  provided  an  en- 
hanced enterprise  zone  and  empowerment  zone  program  that  offers 
tax  incentives  and  targeted  public  investment  to  help  rebuild  inner 
cities. 

We  have  in  that  legislation,  now  signed  into  law  by  President 
Clinton,  the  permanent  extension  of  a  bond  program  to  support 
small  manufacturing  firms  and  the  extension  of  the  earned  income 
tax  credit  to  reduce  disincentives  for  the  poor  to  work. 

We  also  had  the  permanent  extension  of  the  mortgage  revenue 
bond  program,  and  also  of  the  low-income  housing  tax  credit. 

All  of  these  are  critical  elements  of  an  urban  strategy  that  are 
coming  together  from  different  directions,  and  are  now  reaching,  I 
think,  the  point  of  critical  mass  in  terms  of  not  only  giving  us  a 
coherent  strategy  but  giving  us  the  lifting  power  we  need  to  start 
to  make  a  real  difference  to  move  things  to  higher  ground  in  our 
inner  cities. 

Finally,  we  have  promoted  opportunities  to  strengthen  commu- 
nities for  urban  residents  through  increased  access  to  affordable 
housing. 

The  1990  Housing  Act  revamped  our  housing  policy  to  allow 
greater  local  control,  creating  a  home  investment  partnership 
which  sets  aside  a  portion  of  Federal  housing  funds  for  projects  de- 
veloped by  community  based  groups. 

This  year's  Budget  Reconciliation  Act  made  permanent,  as  I  say, 
two  of  our  other  building  blocks;  the  Low  Income  Housing  Tax 
Credit,  and  the  Mortgage  Revenue  Bond  Program.  We  fought  for  a 
long,  long  time  to  accomplish  those,  and  those  are  now  a  perma- 
nent feature  of  our  tax  structure,  our  tax  incentive  structure. 

It  is  against  this  backdrop  and  in  this  context  that  the  Commu- 
nity Development  Financial  Institutions  program,  that  we're  con- 
sidering this  morning,  is  an  absolutely  important  element  to  this 
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broader  urban  strategy  in  that  it  will  expand  opportunities  for  resi- 
dents of  distressed  communities  by  increasing  access  to  capital  for 
businesses  so  we  can  let  this  free  enterprise  system  work  every- 
where and  not  just  some  places  and  to  really  try  to  unlock  more 
of  the  entrepreneurial  capability  and  urge  what  we  think  is  there 
and  know  is  there,  and  also  to  provide  more  access  to  capital  for 
housing. 

And  we  want  to  do  so  by  strengthening  and  providing  seed  cap- 
ital for  institutions  based  in  these  communities.  It's  an  exciting 
new  idea.  It's  an  idea  whose  time  has  come,  and  I  look  forward  to 
working,  as  I  do  on  all  issues,  with  my  Ranking  Minority  Member, 
Senator  D'Amato,  and  all  the  Members  on  both  sides  of  the  com- 
mittee, to  assure  its  prompt  enactment. 

Well  talk  more  about  it  a  little  later,  but  let  me  now  call  on  my 
colleagues. 

Senator  Faircloth. 

OPENING  STATEMENT  OF  SENATOR  LAUCH  FAIRCLOTH 

Senator  Faircloth.  Thank  you,  Mr.  Chairman. 

Mr.  Cisneros,  we're  delighted  to  have  you.  I  especially  was  glad 
to  hear  that  your  son  was  doing  well.  For  that,  we're  all  happy. 

Secretary  CiSNEROS,  Thank  you  very  much. 

Senator  Faircloth.  I'm  well  aware  that  you  know  the  position 
I'm  going  to  take  on  the  proposal  before  us.  And  that  is  that  last 
month  we  passed  the  largest  tax  increase  in  the  history  of  the 
country.  The  President  committed  that  when  we  came  back  into 
session,  we  were  going  to  have  a  round  of  spending  cuts.  Well,  this 
is  our  second  day  and  we  have  a  $382  million  new  spending  pro- 
gram on  the  table.  I  carefully  listened  to  our  Chairman  Riegle,  and 
I  agpree  that  the  things  he's  talking  about  are  good. 

I  am  as  sympathetic  to  the  inner-city  problems  as  anyone.  I'm 
sympathetic  to  the  problems  of  people.  But  the  ink  isn't  even  dry 
on  the  new  budget  tax  increase  for  the  working  and  average  people 
of  this  country.  One  way  or  another,  they're  going  to  pay  it  however 
you  structure  the  tax  increase.  And  we're  back  asking  for  more 
money  for  more  Grovernment  programs. 

Now  President  Clinton  did  not  commit  this  type  of  thing,  that  we 
were  going  to  continue  to  do  it.  To  ask  for  more  money  for  more 
programs.  He's  talking  about  spending  cuts,  and  we're  back  here 
today  on  them  again. 

The  real  issue  before  us,  and  what  has  put  the  country  in  jeop- 
ardy— and  I  think  everybody  in  this  room  that  looks  at  it  will  face 
up  to  the  fact  that  this  country's  fiscal  policy  and  financial  condi- 
tion is  in  jeopardy,  and  we  are  facing,  unless  we  do  some  imme- 
diate changing,  some  sort  of  a  financial  crisis.  But  what  put  it  in 
that  condition  was  not  a  lack  of  community  development  banks,  or 
any  of  these  other  programs.  Every  committee  hearing  I  go  to,  it's 
more  money  for  more  programs. 

If  you'll  remember,  Mr.  Cisneros,  I  asked  you,  at  your  confirma- 
tion hearings — and  I  was  excited  about  what  you  said — and  I  asked 
about  more  spending.  And  you  very  properly  said  that  you  didn't 
see  any  way  to  cut  the  budget  in  HUD,  but  that  you  were  going 
to  hold  the  line. 
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Well,  of  course,  not  of  your  making,  but  that  line  has  become  ex- 
tremely flexible.  There  was  $500  million  and  now  this  one. 

Now  Congress  and  this  administration  are  talking  about 
reinventing  Government.  And  I  certainly  think  it  would  be  a  fine 
idea.  It  wouldn't  be  much  worse  than  some  of  the  things  we've  got. 

The  only  way  to  reduce  the  debt,  i.e.,  deficit,  is  to  cut  Federal 
spending.  And  the  only  way  to  cut  Federal  spending  is  to  stop 
spending.  Increases,  and  we  don't  stop  them,  they  go  on  and  on  and 
on.  We  say  that  the  new  budget  is  not  a  tax  and  spend.  And  yet 
we  come  back  and  the  reality  of  it  is  we  did  levy  more  taxes  and 
the  spending  is  going  on.  It  hasn't  stopped. 

I  think  the  thing  we're  losing  and  the  thing  that  we're  facing, 
and  it's  clearly  evident  by  polls,  and  this  is  a  totally  non-partisan 
issue,  is  that  the  people  of  this  Nation  are  losing  confidence  in  the 
Government,  its  commitments  and  its  ability  to  govern.  They  have 
great  faith  in  the  country,  but  they're  nervous.  They're  not  spend- 
ing. 

You  talk  about  what's  wrong  with  the  economy,  why  doesn't  it 
move,  what's  going  to  make  the  economy  move  again.  I'll  tell  you 
what's  going  to  make  it  move  again.  It's  when  the  people  of  this 
country  gain  a  new  confidence  and  a  renewed  confidence  in  the 
ability  of  the  Government  to  function  and  govern  in  a  fiscally  re- 
sponsible and  workmanship  like  manner.  And  we've  lost  that  over 
the  last  20  to  25  years  and  it's  time  we  regained  it.  The  only  way 
we're  going  to  regain  it  is  to  show  responsibility  in  asking  for  more 
tax  dollars. 

I  thank  you. 

The  Chairman.  Thank  you. 

Senator  Dodd. 

OPENING  COMMENTS  OF  SENATOR  CHRISTOPHER  J.  DODD 

Senator  Dodd.  Thank  you,  Mr.  Chairman, 

I'll  ask  unanimous  consent  to  have  some  prepared  remarks  in- 
cluded in  the  record,  if  I  could. 

The  Chairman.  Without  objection,  so  ordered. 

Senator  Dodd.  I  commend  you,  Mr.  Chairman,  for  holding  these 
hearings.  They're  critically  important. 

I'm  pleased  to  be  a  cosponsor  of  the  legislation  we  are  discussing 
today.  Your  commitment,  Mr.  Chairman,  to  the  problems  in  our 
urban  areas  is  nothing  new.  You've  been  at  it  for  a  long  time.  You 
understand  the  importance  of  improving  conditions  in  our  cities. 
And  our  two  witnesses.  Secretary  Cisneros,  and  Under  Secretary 
Newman,  as  well,  have  demonstrated  already,  in  the  few  short 
months  of  this  new  administration,  a  deep  commitment  to  these 
problems. 

Let  me  say  to  my  good  fi-iend  from  North  Carolina,  the  Commu- 
nity Development  Financial  Institutions  proposal  is  not  a  new  idea 
that  has  surfaced  on  September  8.  This  idea  was  initiated  some 
months  ago  as  a  way  to  get  savings  in  our  country. 

We  are  spending  millions  of  dollars  every  day  in  our  urban  areas 
to  deal  with  the  staggering  problems  of  unemployment,  welfare 
payments  of  one  kind  or  another,  health  care  costs,  and  policing 
costs.  The  problems  just  seem  to  mushroom  by  the  hour. 
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This  particular  proposal  is  not  going  to  resolve  all  of  those  issues, 
but  I  don't  know  of  anyone  who  disagrees  with  its  basic  concept  of 
encouraging  investment  in  distressed  communities.  There's  no  bet- 
ter social  program,  no  better  governmental  idea,  if  you  will,  to  solve 
the  problems  of  this  country  than  a  job.  A  job  in  the  private  sector 
is  the  best  idea  for  solving  a  lot  of  these  problems. 

Now,  this  particular  bill  will  not  solve  all  of  our  urban  problems. 
But  it  is  a  major  step  in  that  direction.  It  will  encourage  private 
sector  investment  and  help  spur  economic  growth  in  these  areas. 

In  the  absence  of  doing  that,  you're  going  to  have  a  continuing 
deterioration  and  sucking  off  of  Federal  dollars  to  go  in  and  just 
sort  of  patch  up  problems,  rather  than  deal  with  the  underlying 
causes  of  them.  So  this  is  a  very  important  piece  of  legislation  in 
my  view. 

We  also  need  to  deal  with  some  of  the  ideas  that  Senator 
D'Amato  has  advocated  in  terms  of  securitization  to  get  capital  in 
these  areas. 

Interstate  banking  is  another  issue  I'd  like  to  see  us  get  to  as 
soon  as  we  could,  because  I  think  that  would  help  to  infuse  capital 
in  these  areas. 

We  need  to  be  as  creative  and  imaginative  as  we  possibly  can  if 
we're  going  to  unleash  capital  in  these  areas  to  make  it  possible  for 
small  businesses  and  others  to  begin  to  grow. 

That's  the  onlv  way,  the  only  way,  in  my  view,  you're  ever  going 
to  solve  the  problems  of  urban  America — by  stimulating  economic 
opportunity  and  employment  in  these  areas.  And  to  assume  it's 
going  to  happen  miraculously  because  we  wish  it,  and  not  make  in- 
telligent investments,  I  think,  is  foolhardy. 

So  this  particular  proposal,  which  may  not  be  perfect  in  every  de- 
tail, is  a  very  sound  idea.  Secretary  Cisneros  and  Under  Secretary 
Newman  deserve  a  great  deal  of  credit,  and,  obviously,  the  Presi- 
dent does  as  well  for  advancing  this  idea. 

My  hope  is  that  we  can  develop  some  good,  strong,  bipartisan 
support  for  this  proposal,  taking  into  consideration  some  of  the 
other  ideas,  putting  a  package  together,  and  seeing  if  we  can't  gen- 
erate some  of  that  capital  that's  necessary  in  order  to  achieve  the 
economic  growth  we'd  all  like  to  see. 

So  I  welcome,  Mr.  Chairman,  these  hearings  this  morning,  and 
look  forward  to  the  testimony  of  our  two  witnesses. 

The  Chairman.  Thank  you.  Senator  Dodd. 

Senator  Bennett. 

OPENING  COMMENTS  OF  SENATOR  ROBERT  F.  BENNETT 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

I,  too,  am  delighted  to  see  these  two  witnesses  here. 

I  make  only  one  comment  to  them,  recognizing  that  their  testi- 
mony is  set.  I  would  hope,  after  the  hearing  is  over  and  the  testi- 
mony has  been  given  and  the  questions  are  answered,  that  you 
would  go  back,  both  of  you,  to  your  respective  departments  and 
partake  of  the  spirit  of  Vice  President  Gore's  document  on 
reinventing  Grovernment. 

I'm  not  sure  that  I  am  thrilled  with  the  felicity  of  that  phrase, 
but  it  has  in  it  the  principles  that  I  think  should  be  involved  in 
our  deliberations  on  this  issue. 
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Many  well-intentioned  initiatives  on  the  part  of  Grovernment  over 
the  years  have  gone  into  the  creation  of  the  mess  that  Vice  Presi- 
dent Gore  documents  in  that  168-page  pamphlet  that  we've  been 
given. 

What  is  being  proposed  here  is  well-intentioned  and  makes  a 
good  deal  of  sense.  For  me,  the  only  issue  is  how  efficiently  and  in- 
telligently we  do  it. 

Senator  D'Amato  has  an  alternative,  which  I've  cosponsored, 
along  with  the  other  Republicans  on  this  committee,  that  I  think 
raises  some  of  these  issues. 

Does  the  bill  before  us,  offered  by  the  Chairman  and  the  other 
Members  of  the  majority,  create  a  bureaucracy  that  some  later 
Gore  Commission  is  going  to  point  to  and  say,  well,  you've  got  a 
plethora  of  oversight  here  that  is  not  necessary? 

The  banking  community  would  do  better  if  it  were  freed  from 
this  requirement  or  that  requirement. 

I  don't  pretend  to  have  a  complete  answer  to  that  question,  but 
I  raise  it  because  I  think  it's  appropriate  at  this  point. 

I  salute  the  administration  in  its  courage  in  bringing  out  the  doc- 
ument that  has  come  out  over  the  Vice  Presidents  signature.  It's 
a  little  bit,  to  me,  of  the  Nixon-goes-to-China  syndrome,  because 
historically  the  Republicans  have  been  the  ones  that  have  been 
saying,  we  have  to  have  these  kinds  of  studies.  The  Democrats 
have  been  the  ones  that  have  been  saying,  well,  the  studies  are  fine 
but  we're  not  going  to  do  anything  about  it. 

I  wasn't  here  when  some  of  these  debates  went  on,  and  I'm  per- 
fectly willing  to  leave  that  to  the  historians.  Let's  get  on  with  what 
makes  good  sense.  And  if  it's  a  Democratic  administration  that  has 
proposed  it,  I'll  let  the  columnists  talk  about  the  irony.  I  will  sup- 
port it  and  work  for  it.  I  would  hope  that  we  would  keep  the  spirit 
of  that  in  our  minds  as  we  craft  this  legislation. 

I  would  think  the  thing  that  we  should  drive  toward,  Mr.  Chair- 
man, would  be  an  eventual  blending  of  the  two  notions,  that  is, 
that  which  is  proposed  in  the  bill  before  us,  and  that  which  is  pro- 
posed in  Senator  D'Amato's  alternative,  and  with  the  idea  and  the 
spirit  of  the  document  that  the  Vice  President  has  signed,  causing 
us  to  make  the  right  choices  between  those  two  alternatives  and 
reach  the  very  commendable  goal  of  seeing  to  it  that  capital  is 
available  in  our  inner  cities. 

Last,  before  I'm  through,  a  personal  reference.  I  addressed  a 
group  of  black  entrepreneurs  during  the  recess,  and  after  it  was 
over,  had  a  commentator  come  to  me  and  say,  well,  your  remarks 
were  well-taken,  but  you,  as  a  white  businessman,  successful  in 
your  career,  do  not  viscerally  understand  the  problems  of  a  minor- 
ity businessman  or  woman  in  gaining  access  to  capital.  Everything 
you  said  to  this  group  was  right.  He  was  complimentary  enough  to 
say  that.  But  you  don't  understand  the  differences  in  gaining  ac- 
cess to  capital  that  exist  in  your  experience  and  theirs. 

I'm  trying  to  be  sensitive  to  that  and  responsive  to  that  because 
I  recognize  the  validity  of  what  the  Senator  from  Connecticut  has 
said.  There  is  no  welfare  program  anywhere  near  the  benefit  of 
holding  a  job.  The  job  creation  in  this  country  does  come  primarily 
from  the  entrepreneurial  side  of  the  economy.  The  entrepreneurial 
side  of  the  economy,  particularly  in  the  inner  cities,  is  starved  for 
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funds.  And  if  we  can  solve  that  problem  in  this  committee  and  with 
this  combination  of  these  two  approaches,  it  will  have  been  a  good 
day's  work  for  all  of  us. 

The  Chairman.  Thank  you. 

Senator  Bryan. 

OPENING  STATEMENT  OF  SENATOR  RICHARD  H.  BRYAN 

Senator  Bryan.  Mr.  Chairman,  let  me  preface  my  comments  by 
congratulating  you  for  holding  these  hearings  that  deal  with  one  of 
the  most  critical  problems  which  the  Nation  faces,  that  is,  the  con- 
tinuing urban  decay  of  the  great  cities  of  America. 

One  does  not  have  to  represent  such  a  city — that  is  not  my  privi- 
lege as  a  Member  of  this  institution — not  to  feel  profoundly  what 
is  occurring  in  those  cities.  And  for  any  of  us  to  think  that  those 
problems  are  not  going  to  continue  to  spill  over  to  the  suburbs  and 
other  places  in  our  country,  which  historically  have  not  been  associ- 
ated with  that  urban  blight,  is,  in  my  judgment,  somewhat  naive. 

You  can  run  but  you  can't  hide  from  these  problems.  And  this 
proposal  deals,  I  think,  forthrightly  with  the  issue. 

I'm  always  pleased  to  have  Secretary  Cisneros  appear  before  our 
committee.  I  look  forward  to  hearing  him  in  the  context  of  my  col- 
league and  friend.  Senator  Bennetts  observation  about  the  Gore 
Commission  to  Reinvent  Government  and  to  look  at  streamlining 
some  of  the  bureaucracy,  which  all  of  us  struggle  with. 

I  want  to  compliment  Mr.  Newman  in  a  different  context.  Your 
response  to  the  concerns  that  we've  raised  about  CTRS,  I  think,  is 
an  indication  of  the  commitment  that  this  administration  has 
taken,  and  you  personally  have  undertaken,  to  reexamine  some  of 
that  bureaucracy,  and  to  see  if  we  can't  eliminate  a  lot  of  that  to 
indeed  make  Government  more  efficient  and  more  responsive  and 
less  bureaucratic. 

I  wanted  to  take  this  opportunity,  Mr.  Chairman,  to  acknowledge 
Mr.  Newman  and  the  Secretary  for  their  efforts  in  that  regard. 

The  Chairman.  Thank  you  very  much. 

Senator  Domenici. 

OPENING  COMMENTS  OF  SENATOR  PETE  V.  DOMENICI 

Senator  Domenici.  Mr.  Chairman,  I'd  like  to  share  a  couple  of 
observations. 

I  hope  that  in  looking  at  these  new  approaches  that  we've  looked 
at  what  we've  already  got  in  Government,  to  see  if  there  is  some 
way  to  consolidate  or  make  more  effective  some  of  the  programs 
that  are  supposed  to  be  directed  in  this  area. 

I  think  we'll  find  that  there  are  probably  some  and  that  they're 
not  working,  and  certainly  not  working  in  the  area  that  we're  ad- 
dressing, which  is  a  very,  very  big  capital  shortage  in  the  poverty 
areas  and  among  minorities  who  are  seeking  business  opportuni- 
ties and  trying  to  improve  their  lot  through  investment.  I  m  not  at 
all  sure  we  know  how  to  do  that.  But  let  me  just  say  publicly  here, 
I'm  surely  willing  to  listen  and  to  try. 

I  think  Senator  Bennett  is  absolutely  right.  Jobs  are  the  issue 
and  good  jobs  are  the  issue.  I  don't  think,  as  a  Nation,  we  quite 
know  what's  going  wrong  with  the  American  economy  in  terms  of 
jobs.  But  I  think  in  the  inner  cities  it's  pretty  clear  that  the  minori- 
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ties  are  having  a  very  difficult  time  getting  good  jobs  and  finding 
capital  to  invest.  I'm  more  than  wilHng  to  work  on  this  issue. 

The  Chairman.  Thank  you  very  much,  Senator  Domenici. 

Let  me  just  finally  say,  before  calling  on  the  Secretary,  I  think 
it's  fair  to  say,  as  we've  watched  the  problems  pile  up  in  urban 
America,  that  the  strategy  that  we  have  been  following  over  the 
last  several  years  has  not  succeeded  in  cracking  those  problems 
apart.  In  fact,  the  problems  have  gotten  worse,  not  better. 

We  have  more  people  on  food  stamps  in  America  today  than 
we've  ever  had  in  our  history,  and  that  tells  us  something  in  terms 
of  the  urban  dilemma  directly. 

One  of  the  largest  urban  centers  in  America  happens  to  be  De- 
troit in  my  home  State  of  Michigan,  We  have  the  highest  rate  of 
child  poverty  of  any  city  in  America.  Those  children  are  not  going 
to  get  a  second  chance.  This  is  their  chance.  And  if  we  miss  it  this 
time  aroimd,  and  they  miss  it,  they're  going  to  have  shortened 
lives.  In  many  cases,  we're  seeing  that  now  with  all  the  random  vi- 
olence that's  going  on. 

We  had  a  young  fellow  the  other  day  who  was  an  excellent  stu- 
dent, working  at  McDonalds,  stopped  at  a  street  comer.  He  was 
wearing  a  gold  chain.  Somebody  asked  him  for  it  and  he  didn't  turn 
it  over.  He  started  to  run  away,  and  was  shot  in  the  back  and 
killed. 

We  had  another  situation  recently  in  Detroit  where  a  young 
mother  went  to  a  bank  teller  machine  to  get  out  $80.  She  was  a 
mother  of  three  children.  She  was  accosted  by  three  youths.  She 
was  shot  and  killed  by  a  9-year-old,  and  the  authorities  now  have 
the  9-vear-old  and  they're  trying  to  talk  to  the  9-year-old.  The  9- 
year-old  doesn't  show  any  comprehension  even  as  to  what  has  hap- 
pened. And  there  was  an  11-year-old  and  a  14-year-old  also  part  of 
that  group  of  three. 

These  Clockwork  Orange  type  societal  incidents  are  increasingly 
frequent  all  across  the  country.  If  we  don't  find  a  way,  or  try  some 
new  things  to  unlock  this  underclass  problem,  the  desperation  of 
not  enough  jobs,  not  enough  capital,  not  enough  housing,  not 
enough  good  education,  and  not  enough  safety  on  the  streets,  we 
can  opt  to  do  nothing,  or  to  continue  to  do  more  of  the  same.  I 
think  that's  a  recipe  for  disaster  and  for  worsening  conditions.  And 
so  we  have  to  try  to  do  something  different,  something  that  would 
appear  to  offer  at  least  the  prospect  of  an  improved  situation  and 
a  better  outcome. 

I  don't  think  we  have  any  practical  choice.  I  don't  think  we  have 
it  in  a  human  or  ethical  sense,  and  we  certainly  don't  have  any 
other  practical  option,  even  in  an  economic  and  civil  order  sense. 
We  either  address  these  problems,  or  we  will  increasingly  be  en- 
gulfed bv  them. 

There  s  no  particular  magic  to  any  idea.  I  mean,  this  administra- 
tion has  now  come  along  and  the  public  has  invested  its  faith  in 
this  group,  and  has  said,  let's  hear  your  best  ideas,  let's  see  what 
you  can  come  up  with,  not  just  in  this  area,  but  in  many  others. 

But,  particularly  today,  and  in  our  focus  here  on  the  urban  policy 
area,  let's  see  if  we  can  find  some  ways  to  crack  this  problem  open 
and  to  get  some  things  in  that  we  think  will  work.  Getting  capital 
in  is  pretty  basic,  because  if  you  can't  get  your  hands  on  some 
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money  to  try  to  do  something  that's  constructive,  not  much  will 
change. 

So  that's  the  focus  of  the  discussion  today.  It's  entirely  in  keeping 
with  our  history  in  terms  of  our  free  enterprise  system.  It  isn't  a 
matter  of  creating  Grovernment  bureaucracy.  In  fact,  I  fully  agree 
with  the  notion  that  if  you  let  these  problems  go  unattended  long 
enough,  that  will  grow  the  bureaucracy  in  the  end  faster  than  any- 
thing else. 

Let's  see  if  we  can  start  afresh  and  crack  open  some  of  the  old 
assumptions  and  the  old  ways.  Let's  see  if  we  can  get  some  commu- 
nity development  lending  going  at  a  faster  rate,  and  get  it  into  the 
hands  of  people  at  the  community  level  who  have  ideas  and  who 
have  a  commitment  to  the  communities,  who  live  there,  and  who 
want  to  turn  them  around.  Let's  unlock  their  potential. 

Let's  give  them  a  chance  to  do  some  of  the  things  that  they're 
capable  of  doing,  and  this  experience  will  show,  from  other  wit- 
nesses who  will  speak  today,  what  happens  when  people  have  a 
chance.  It's  time  people  got  a  chance  in  this  country,  particularly 
the  urban  poor  and  minority  people  who  have  been  told  that  this 
is  a  great  system,  but  that  it  really  isn't  designed  in  any  direct  way 
to  be  available  to  them. 

We  want  to  make  it  available  to  them.  That's  really,  I  think,  a 
major  part  of  our  charge,  those  of  us  who  are  on  the  stage  at  this 
time  in  history,  to  see  that  those  who  have  been  told  about  how 
great  the  system  is  really  have  a  chance  to  come  into  the  system, 
to  be  part  of  the  system,  to  make  the  system  work,  and  to  make 
it  work  for  them. 

Mr.  Secretary,  we'd  like  to  hear  from  you  now. 

STATEMENT  OF  HENRY  G.  CISNEROS,  SECRETARY, 
U.S.  DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

Secretary  CiSNEROS.  Mr.  Chairman,  Members  of  the  Senate 
Banking  Committee,  thank  you  very  much.  I'm  proud  to  be  here 
today  with  the  Under  Secretary  of  the  Treasury,  Frank  Newman, 
to  bring  the  perspective  of  the  Department  of  Housing  and  Urban 
Development  and  Department  of  the  Treasury  to  this  administra- 
tion. 

It  is,  I  think,  proper  that  we  would  both  be  here  before  the  com- 
mittee whose  very  name  embodies  the  linkage  of  these  principles, 
the  Committee  on  Banking,  Housing,  and  Urban  Affairs. 

The  Congress,  in  its  wisdom,  understood  the  interrelationship  be- 
tween issues  of  capital  and  urban  development  and  policy  and 
empowerment  ideas. 

This  committee  has  been  the  starting  point  for  so  much  of  the 
thinking  over  the  years  that  has  enabled  programs  and  successful 
policies  in  urban  affairs  to  go  forward  and  certainly  of  the  emerg- 
ing, as  you  suggested  earlier,  Mr.  Chairman,  urban  strategy  that 
is  forming  now  in  terms  of  the  hearings  that  have  led  to  ideas,  the 
legislation  that  has  begun  in  this  committee,  empowerment  zones, 
housing  initiatives,  community  development  strategies,  fair  hous- 
ing, and  anti-discrimination  measures. 

So  much  of  the  momentum  for  things  that  we're  working  on 
today  has  begun  here  at  this  committee.  The  Members  of  the  com- 
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mittee,  and  particularly  your  leadership,  Mr.  Chairman,  we're  ap- 
preciative of  that. 

I  do  want  to  say  one  quick  word,  if  I  may,  about  reinventing  Gov- 
ernment, because  several  Members,  in  their  opening  comments,  re- 
ferred to  it. 

I  think  this  is  a  very,  very  powerful  idea  and  an  important  initia- 
tive on  the  part  of  the  administration.  And,  in  its  own  way,  today's 
idea,  the  Community  Development  Financial  Institutions  Act  of 
1993,  and  the  Community  Development  Banks,  are  part  and  parcel 
of  some  of  the  concepts  involved  in  reinventing. 

They  put  the  initiative  at  the  local  level,  as  opposed  to  in  some 
centralized  iDureaucracy.  They  focus  on  getting  the  essence  of 
empowerment,  capital,  to  people  who  need  it.  In  other  words,  using 
market  processes  and  market  rationale  and  market  incentives,  and 
they  operate  in  a  way  that  recognizes  the  real  needs  in  commu- 
nities. 

I  want  to  say  that  we,  at  the  Department  of  Housing  and  Urban 
Development,  are  taking  the  reinventing  Government  themes  very, 
very  seriously.  As  a  matter  of  fact,  in  the  first  meeting  that  I  had 
this  morning,  we  have  started  the  process  of  eliminating  an  entire 
layer  of  review  from  the  Department  of  Housing  and  Urban  Devel- 
opment, the  regional  office  layer. 

We  need  people  at  the  field  office,  retail-oriented,  dealing  with 
problems,  not  processing  paper  at  some  middle  level.  Our  hope  is 
that  we'll  be  able  to  retrain  people  and  employ  people  in  ways  that 
serve  the  citizens,  serve  the  customer  more  directly. 

And  so  I  want  to  assure  you  we  have  absorbed  these  principles 
well,  and  I  have  every  sense  that  today's  legislation,  the  item  we're 
discussing  today,  is  in  the  mainstream  of  those  ideas. 

Because  empowering  communities,  individuals,  and  families 
means  giving  them  the  tools  to  improve  their  lives,  their  economic 
circumstances,  and  no  tool  is  more  essential  for  this  concept  of 
empowerment  than  capital. 

Without  the  means  to  start  a  business  or  purchase  equipment  or 
make  a  payroll  or  invest  in  property,  finance  affordable  housing, 
pay  for  education  and  health  care,  or  provide  for  one's  family,  it's 
very  difficult  for  people  to  get  out  of  poverty  and  revitalize  their 
neighborhoods. 

At  the  Department,  we  are  daily  confronted  with  the  gap  be- 
tween our  limited  budget  resources  and  the  enormous  costs  of  re- 
building America's  communities.  No  combination  of  Federal,  State, 
and  local  government  funds  alone  can  generate  the  dollars.  Private 
sector  investment  is  absolutely  critical  to  accomplishing  the  tasks 
required. 

As  is  often  said,  the  best  social  program  is  a  job.  And  we  need 
more  private  capital  in  underserved  urban  and  rural  areas  to  cre- 
ate those  jobs  and  incomes  and  to  generate  the  tax  base  needed. 

The  central  problem  is  disinvestment — the  lack  of  new  invest- 
ment and  the  withdrawal  of  existing  investments.  Put  another  way, 
it's  a  case  of  putting  people  last,  not  first  but  last — a  story  of  fami- 
lies, institutions,  homes,  and  businesses  chronically  deprived  of 
capital  and  daily  denied  access  to  credit. 
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This  situation  is  especially  troubling  in  the  areas  characterized 
by  growing  concentrations  of  low-income  minorities.  Experts  call  it 
the  "spatial  separation  by  income  and  race." 

Lack  of  access  to  capital  greatly  magnifies  these  patterns  of  ne- 
glect, because  minorities  have  much  higher  loan  rejection  rates 
than  whites,  and  people  with  low-incomes  have  much  higher  loan 
rejection  rates  than  people  with  higher  incomes.  These  disparities 
in  lending  have  been  confirmed  by  the  Federal  Reserve  System 
using  national  data  made  available  through  the  Home  Mortgage 
Disclosure  Act,  which  is  a  product,  again,  of  this  committee. 

For  conventional  home  purchase  loans,  the  Federal  Reserve 
study  found  in  1991  that  the  loan  approval  rates  for  high-income 
applicants  was  20  percentage  points  greater  than  for  lower-income 
persons,  20  percentage  points  higher  for  whites  than  for  African- 
Americans,  and  the  loan  approval  rate  was  10  percentage  points 
higher  for  whites  than  for  Hispanic  applicants. 

The  Federal  Reserve  Bank  of  Boston  made  a  much  publicized 
study  of  home  mortgage  lending  in  that  metropolitan  area,  and 
found  that  black  and  Hispanic  loan  applicants  were  60  percent 
more  likely  to  be  turned  down  for  a  loan  than  were  white  appli- 
cants with  similar  jobs  and  similar  incomes  applying  for  mortgage 
loans  on  the  same  type  of  housing  in  the  same  neighborhoods. 

What  is  desperately  needed  is  to  raise  incomes  and  promote  di- 
versity across  communities. 

To  accomplish  these  goals  requires  increased  capital  for  loans, 
grants,  and  equity  investments.  We  cannot  expect  people  to  do 
much  economic  lifting  if  they  are  unable  to  obtain  capital.  New 
sources  of  private  financing  are  absolutely  essential  to  solve  our 
Nation's  problems,  both  for  rebuilding  existing  communities  and  for 
helping  low-income  minorities  move  to  new  environments,  that  is 
to  say,  to  have  choice,  to  have  mobility. 

Where  will  the  dollars  come  from  to  address  this  level  of  invest- 
ment? 

The  U.S.  Treasury  Department  estimates  that  low-income  com- 
munities need  an  immediate  infusion  of  some  $15  billion  worth  of 
credit.  For  example,  a  San  Diego  study  of  small  businesses  in  a 
low-  and  moderate-income  multi-ethnic  area  found  that  just  17  per- 
cent of  those  surveyed  were  able  to  obtain  bank  loans,  and  then 
only  loans  guaranteed  by  the  Small  Business  Administration. 

These  figures  are  in  line  with  other  reported  surveys  of  small 
and  minority  business  owners.  In  many  communities  around  the 
country,  people  are  unable  to  obtain  basic  banking  services.  South 
Central  Los  Angeles  has  been  steadily  losing  bank  branches,  and 
many  residents  must  pay  high  fees  to  get  their  checks  cashed  at 
local  check  cashing  outlets. 

What  these  communities  need  are  local  financial  institutions  run 
by  professional  managers  that  specialize  in  serving  low-  and  mod- 
erate-income people  and  neighborhoods. 

Federal  housing  and  community  development  programs  are  de- 
signed to  be  used  as  leverage  to  attract  other  forms  of  capital. 
Mortgage  insurance,  subordinated  loans,  grants — all  of  these  re- 
quire other  sources  of  funds  to  be  utilized  successfully.  Credit  en- 
hancement vehicles  will  not  work  if  there  is  no  credit  available  to 
enhance.  / 
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We  believe  that  non-traditional  private  financial  institutions  can 
play  an  important  role  in  making  our  affordable  housing  and  com- 
munity development  initiatives  more  effective.  And  this  is  the  pur- 
pose of  the  Community  Development  Financial  Institutions  Act  of 
1993. 

These  specialized  lenders,  community  development  banks,  credit 
unions,  loan  funds,  community  development  corporations,  and  oth- 
ers can  make  a  big  difference  in  providing  essential  banking  serv- 
ices, technical  assistance  and  development  expertise,  and  most  im- 
portantly, capital  devoted  to  community  purposes. 

In  fact,  the  Treasury  Department  estimates  that  this  bill,  with 
the  private  matching  requirements  and  the  leveraging  of  additional 
private  and  public  capital,  can  generate  more  than  $2  billion  in 
new  capital  and  create  between  40,000  and  80,000  new  jobs. 

Let  me  give  you  a  typical  example  of  how  this  bill  would  work 
in  partnership  with  Federal  housing  programs  to  fulfill  important 
community  needs,  such  as  housing. 

A  frequently  asked  question  is  will  the  funds  available  in  this 
process  make  it  possible  to  build  housing.  A  local  non-profit  group 
wants  to  acquire  and  rehabilitate  a  30-unit  apartment  building, 
and  keep  the  rents  at  something  like  $350  per  month.  The  total 
cost  of  the  project  is  a  little  over  $1  million,  or  about  $35,000  per 
apartment  unit. 

The  non-profit  organization  obtains  a  deferred  repayment,  soft 
second  loan  from  the  local  government  using  Community  Develop- 
ment Block  Grant  Funds  covering  about  $8,000  of  the  $35,000  per 
unit,  and  then  gets  an  allocation  of  low-income  housing  tax  crests 
from  its  State  housing  finance  agency  for  another  $17,000.  That 
$17,000  and  $8,000  together  is  $25,000  of  the  total  $35,000  per 
unit. 

That  would  leave  something  like  $300,000  that  would  have  to  be 
financed. 

With  these  program  funds,  the  affordable  rents  will  cover  the 
debt  service  on  a  long-term,  market  rate,  first  mortgage  loan  of 
$300,000,  if  it  could  be  found.  The  project  is  now  bankable  and  low 
risk. 

But  does  that  mean  that  a  loan  will  be  forthcoming?  Not  nec- 
essarily. Many  private  lending  institutions  will  refuse  to  loan  the 
money  for  a  whole  variety  of  reasons,  ranging  from  the  relatively 
small  dollar  amount  of  the  loan,  to  the  nature  of  the  borrower,  to 
the  tA'pe  of  the  neighborhood,  or  because  the  lender  may  be  unable 
to  sell  the  loan  to  the  secondary  mortgage  market. 

The  Community  Development  Financial  Institutions,  the  organi- 
zations we're  talking  about  creating  with  this  bill,  would  have  the 
technical  expertise  and  the  commitment  to  the  neighborhood  to 
successfully  originate  and  service  those  loans.  They  would  enable 
Grovemment  financial  assistance  to  deliver  more  effectively  on  its 
purposes. 

CDBG,  which  I've  described  as  having  a  portion  in  this  along 
with  low-income  housing  tax  credits,  could  be  put  to  use  doing  ex- 
actly what  you  intended  it  to  do,  because  it  was  matched  this  way. 

The  South  Shore  Bank  of  Chicago,  the  most  nationally  well- 
known  of  the  community  development  banking  institutions,  has 
had  a  commitment  to  its  community  service  area  that  has  included 
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a  substantial  investment  in  affordable  housing.  More  than  half  of 
the  loans  made  by  South  Shore  Bank  have  been  for  multifamily 
housing  rehabilitation  in  the  neighborhood,  accounting  for  about 
6,000  renovated  units. 

Most  of  these  projects  required  complex  multiple  financing  with 
the  bank's  loans  complementing  other  private  and  public  sources  of 
capital,  including  HUD  funds  ranging  from  section  8  to  CDBG. 

Without  a  Community  Development  Financial  Institution  like 
South  Shore  Bank,  however,  none  of  the  other  public  or  private 
funding  could  have  been  used.  It  is  complex.  Therefore,  it  does  re- 
quire banking  professionals,  and  part  of  what's  been  missing  from 
the  equation  is  banking  professionals. 

The  profitability  of  Shore  Bank  and  the  solid  track  record  of  its 
counterparts  in  Arkansas,  in  North  Carolina,  in  Brooklyn,  in  Los 
Angeles,  and  in  other  communities,  demonstrates  that  good  social 
policy  can  be  good  business. 

The  loan  repayment  rate  by  low-income  borrowers  has  been  con- 
sistently found  by  lenders  who  have  engaged  in  this  type  of  financ- 
ing to  be  in  a  very  acceptable  range.  Most  of  the  borrowers  are 
highly  motivated  to  repay  their  debts  when  given  what  is  still 
mostly  an  unusual  and  infrequent  opportunity  to  own  their  own 
home,  to  put  their  kids  through  school,  or  to  start  their  own  busi- 
ness. 

Community  Development  Financial  Institutions,  even  in  their  ex- 
panded number  and  level  of  capital  with  the  Federal  support  pro- 
vided through  this  legislation,  will  not  be  able  to  cover  the  full 
range  of  capital  needs  for  low-  and  moderate-income  communities. 
That's  why,  as  the  Chairman  said  earlier,  it  must  be  viewed  as 
part  of  a  larger  strategy. 

Another  piece  of  the  strategy  the  President  has  recommended  is 
strengthening  enforcement  of  the  Community  Reinvestment  Act, 
which  would  greatly  expand  the  level  of  financing  available  for 
community  development  loans  made  with  trillions  of  dollars  in  de- 
posits from  mainstream  financial  institutions. 

The  CRA  strengthening  is  absolutely  vital  to  the  future  of  low- 
and  moderate-income  communities,  and  let's  make  no  mistake 
about  it:  this  bill  is  not  a  substitute  for  CRA  but  works  in  com- 
plement with  CRA. 

— A&^ypu  said,  Mr.  Chairman,  the  President  recently  signed  the 
Budget  Reconciliation  Bill.  This  included  the  Empowerment  Zones 
and  Enterprise  Communities  Act  of  1993,  which  will  bring  invest- 
ment capital  into  distressed  communities  through  tax  incentives, 
wage  subsidies,  Federal  grants,  and  regulatory  assistance. 

I  believe  it  will  work,  and  most  certainly  it  will  work  in  combina- 
tion with  opportunities  such  as  this  legislation  provides  to  bring 
capital. 

At  HUD,  we'll  be  doing  our  part  to  strengthen  CRA,  implement 
Empowerment  Zones,  and  work  to  develop  guidelines  for  the  Gov- 
ernment-sponsored enterprises  with  the  strength  that  you  gave  us 
in  1992  to  work  with  Fannie  Mae  and  Freddie  Mac  to  enhance 
their  role  in  financing  low-  and  moderate-income  communities. 

We're  working  hard  to  revitalize  FHA  single  family  and  multi- 
family  mortgage  insurance  programs,  and  to  make  sure,  in  the 
reinventing  spirit,  that  our  programs  work.  That  the  HOME  pro- 
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gram  works,  that  CDBG  works,  and  that  we're  bringing  new  forms 
of  capital  to  the  table,  such  as  pension  funds. 

It  really  is  a  new  ball  game  in  terms  of  putting  all  of  the  pieces 
together,  ^d  we  feel,  Mr.  Chairman,  that  the  authority  granted 
under  the  Community  Development  Financial  Institutions  Act  to 
create  this  important  piece  of  glue  holding  these  pieces  together, 
bringing  capital,  would  be  an  important  step  in  creating  what  is  a 
reinvented  urban  policy. 

Not  repeating  the  past,  not  building  on  mistakes,  not  simply 
doing  it  because  it's  been  done  before,  or  because  there's  a  new  ad- 
ministration and  we're  not  going  to  pull  out  every  old  idea  from  the 
1960's  or  1970's,  but  really  building  on  the  spirit.  Senator,  of 
reinvention  to  capture  the  essence  of  what  works  in  the  1990's. 

What  are  the  entrepreneurial  ideas  that  can  be  put  on  the  table? 
There  is  nothing  more  entrepreneurial  than  getting  capital  so  that 
people  can  harness  the  same  incentives,  the  same  motivations  that 
work  for  mainstream  America. 

Thank  you,  sir. 

The  Chairman.  Thank  you  very  much, 

Mr.  Newman,  we'd  like  to  hear  from  you  now. 

STATEMENT  OF  FRANK  N.  NEWMAN,  UNDER  SECRETARY  OF 
THE  TREASURY  FOR  DOMESTIC  FINANCE 

Mr.  Newman.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  Members  of  the  committee,  I  am  pleased  to  ap- 
pear before  you  today,  joining  Secretary  Cisneros,  to  discuss  fur- 
ther the  administration's  program  to  assist  Community  Develop- 
ment Financial  Institutions,  Thanks  in  part  to  our  common  efforts, 
these  non-traditional  financial  institutions  are  widely  recognized  as 
having  an  important  part  to  play  in  revitalizing  economically  dis- 
tressed areas  in  our  country. 

Community  Development  Financial  Institutions  are  driven  by 
public  purposes  and  social  values,  as  well  as  traditional  market- 
place factors.  They  specialize  in  providing  capital,  credit,  and  other 
financial  services  to  distressed  communities  and  populations. 

A  large  part  of  their  mission  involves  developing  human  capital 
through  technical  assistance  and  other  means  intended  to  promote 
community  self-sufficiency. 

The  administration's  community  development  bank  program 
seeks  to  strengthen  non-traditional  financial  institutions  that  have 
long  worked  to  promote  community  development. 

The  best  starting  point  for  discussing  our  program  is  to  review, 
briefly,  the  principles  that  have  guided  the  administration  in  its 
proposal.  Secretary  Bentsen  outlined  these  principles  in  testimony 
before  this  committee  on  July  15,  1993. 

The  first  principle  is  to  use  private  capital  to  leverage  any  Fed- 
eral funds  provided. 

Second,  give  preference  to  those  institutions  that  can  become 
self-sustaining  and  continue  on  in  their  role  without  further  Gov- 
ernment support. 

Third,  allow  program  managers  the  flexibility  to  experiment  and 
develop  the  most  effective  programs. 
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Fourth,  have  the  program  administered  by  a  separate  agency 
with  dedicated  funding  and  a  primary  focus  on  revitahzing  dis- 
tressed areas. 

And  fifth,  view  community  development  banks  as  a  supplement 
to,  and  not  a  substitute  for,  active  community  lending  by  institu- 
tions subject  to  CRA. 

The  program  would  support  a  wide  variety  of  Community  Devel- 
opment Financial  Institutions  whose  primary  mission  would  be  to 
provide  lending,  equity  investment,  and  development  services  to 
targeted  areas  and  populations. 

Tne  core  of  the  program  involves  establishing  a  Community  De- 
velopment Banking  and  Financial  Institutions  fund  to  provide  fi- 
nancial and  technical  assistance  to  newly  established  and  existing 
CDFI's.  As  you  know,  the  administration  is  requesting  $382  million 
through  fiscal  year  1997  to  support  the  fund. 

The  criteria  for  awarding  assistance  gives  priority  to  applicants 
that:  1)  are  likely  to  become  self-sustaining;  2)  provide  a  broad 
array  of  services;  3)  serve  targeted  areas  or  populations  of  greatest 
need;  4)  provide  significant  broad-based  benefits;  5)  demonstrate 
community  support  and  involve  the  community  in  governance;  and, 
6)  show  matching  commitments  of  funding  from  other  sources. 

The  fund  could  provide  qualified  CDFI's  a  wide  range  of  assist- 
ance, not  only  in  the  form  of  equity  investments,  but  loans,  depos- 
its or  credit  union  shares,  grants,  and  technical  assistance  includ- 
ing, very  importantly,  training. 

Through  such  assistance,  the  fund  could  support  the  formation  of 
new  institutions  and  could  enable  existing  institutions  to  expand 
their  current  activities. 

Any  equity  investment  would  be  structured  so  that  the  fund  does 
not  control  any  assisted  institution.  Limits  are  placed  on  the 
amount  of  assistance  CDFI's  may  receive  from  the  fund,  and 
matching  requirements  apply.  Moreover,  assistance  may  be  used 
only  for  activities  consistent  with  the  activities  of  the  Act. 

A  number  of  questions  and  issues  have  been  raised  since  the 
President  announced  this  program  on  July  15,  1993.  And  I  would 
like  to  take  this  opportunity  to  discuss  some  of  these  issues. 

Most  important  among  these  latter  are:  1)  the  program's  rela- 
tionship to  CRA;  2)  the  program's  relationship  to  the  Bank  Enter- 
prise Act;  3)  the  role  of  commercial  banks;  and,  4)  the  governance 
of  the  fund. 

With  respect  to  CRA,  some  bankers  and  others  have  advocated 
giving  banks  that  invest  in  Community  Development  Financial  In- 
stitutions, a  so-called  safe  harbor  from  CRA  challenges,  or  the 
same  CRA  rating  as  the  community  development  bank  they  invest 
in. 

However,  we  view  the  CDFI  initiative  as  complementary  to  the 
CRA,  as  Secretary  Cisneros  just  mentioned,  and  not  as  a  trade-off 
for  CRA  obligations.  While  the  CRA  requires  banks  and  thrifts  to 
help  meet  the  credit  needs  of  the  entire  community  in  which  they 
do  business,  all  the  communities  in  which  they  have  branches,  the 
primary  market  of  the  typical  bank  or  thrift  remains  mainstream 
America,  not  distressed  America. 

To  make  the  CRA  more  responsive  to  the  needs  of  low-  and  mod- 
erate-income populations,  some  revisions  in  its  implementation  is 
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required.  The  current  CRA  system  relies  too  heavily  on  documenta- 
tion, rather  than  actual  performance.  Accordingly,  the  President 
has  requested  that  the  four  bank  regulators  issue,  by  the  beginning 
of  next  year,  new  CRA  regulations  emphasizing  actual  performance 
in  providing  lending,  investment,  and  banking  services  to  low-  and 
moderate-income  people. 

On  balance,  CRA  reforms  should  extend  banks'  activities  deeper 
into  needy  sections  of  their  communities  while,  at  the  same  time, 
the  CDFI  program  strengthens  non-traditional  lenders,  helping  to 
bring  distressed  communities  more  into  mainstream  America. 

With  respect  to  the  Bank  Enterprise  Act,  some  Members  of  the 
committee  have  expressed  an  interest  in  using  the  Bank  Enterprise 
Act,  passed  last  year,  to  promote  community  lending.  In  brief,  that 
Act  would  reduce  deposit  insurance  premiums  for  institutions  that 
make  qualified  loans  and  investments  in  distressed  communities. 

We're  looking  carefully  at  the  steps  necessary  to  implement  the 
BEA,  including  planning  how  it  would  operate,  and  determining 
what  it  could  achieve  in  a  reasonable  period  of  time.  The  challenge 
is  to  figure  out  how  to  assure  that  what  are  essentially  cash  pay- 
ments to  banks  will  produce  meaningful  benefits  for  distressed 
communities  without  requiring  extremely  large  expenditures. 

It  also  makes  sense  to  consider  the  interplay  between  the  Bank 
Enterprise  Act  and  the  performance-based  CRA  program  that  I  just 
mentioned,  and  is  scheduled  to  take  effect  at  the  beginning  of  next 
year. 

We  intend  to  have  more  specifics  to  share  with  you  after  working 
more  on  these  issues. 

With  respect  to  the  role  of  the  major  commercial  banks,  many 
bankers  and  others  have  advocated  expanding  the  eligibility  of  in- 
stitutions that  may  have  received  funding  under  this  program  to 
include  commercial  banks  whose  primary  mission  is  not  the  pro- 
motion of  community  development.  We  find  this  position  difficult  to 
accept  for  a  number  of  reasons. 

The  primary  intent  of  this  program  is  to  provide  assistance  to 
non-traditional  lenders  that  have  long  had  a  primary  mission  of 
providing  capital,  credit,  and  other  financial  services  to  under- 
served  populations  and  distressed  areas.  With  the  funding  for  the 
pro-am  limited,  we  believe  it  is  important  that  the  program  focus 
on  mstitutions  whose  primary  purpose  is  community  development. 
This  is,  in  essence,  a  form  of  need  testing  and  means  testing. 

Also,  lenders  that  do  not  have  community  development  as  their 
primary  mission  may  still  take  advantage  of  other  public  sector 
programs  designed  to  promote  community  development  through 
small  business  and  affordable  housing  financing.  These  include 
SBA  loan  guarantees,  and  a  number  of  other  programs  which  Sec- 
retary Cisneros  just  described  and  is  taking  a  leadership  role  in 
making  more  effective. 

Commercial  banks  may  also  receive  credit  toward  their  CRA  rat- 
ing for  investments  in  Community  Development  Financial  Institu- 
tions. And  that  will  be  part  of  the  new  performance-based  system 
that's  going  into  effect. 

Finally,  commercial  banks'  financial  capacity  to  support  commu- 
nity development  has  seldom  been  greater.  Banks,  as  a  group,  have 
returned  to  robust  financial  health  following  the  difficulties  of  the 
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past  decade,  and  even  the  figures  released  yesterday  show  very 
strong  profitability  within  the  industry  as  a  whole. 

Just  another  thought  here.  It's  not  that  long  ago  that  I  was  a 
banker  myself,  and  a  businessman,  thinking  about  some  of  these 
issues  as  I  might  have  thought  about  them  then.  Clearly,  the  pri- 
maiy  objective  here  is  to  help  people  who  need  help  to  provide  the 
mechanism  that  we've  all  talked  about  for  giving  them  the  power 
to  improve  their  own  lives  through  the  access  to  credit  and  to  cap- 
ital. But,  at  the  same  time,  there  really  are  benefits  to  all  banks 
and  all  businesses  in  the  broad  sense.  And  this  is  something  that 
Chairman  Riegle  referred  to,  and  Senator  Bryan  referred  to. 

Basically,  the  health  of  the  society  in  which  all  businesses  oper- 
ate is  improved  if  we  can  make  this  kind  of  program  effective.  It 
gives  people  the  opportunity  to  participate  more  in  mainstream 
America.  It  provides  a  more  stable,  successful  society  and  just  over- 
all a  better  environment,  not  only  for  all  the  people,  but  for  busi- 
nesses in  addition. 

This  program  also  tries  to  use  the  funds  wisely.  We  are  taking 
very  seriously.  Senator  Bennett,  your  comments  about  trying  to 
make  this  program  operate  well,  and  really  think  through  how  to 
make  it  effective  and  not  waste  funds. 

The  fact  that  many  of  these  funds  will  be  levered  as  much  as  20 
to  1,  and  maybe  on  average,  5  or  6  to  1,  so  that  every  single  dollar 
of  Federal  money  will  end  up  producing  $5  or  $6  of  credit  in  the 
communities  is  extremely  important. 

With  respect  to  the  governance  of  the  fund,  the  Banking  Commit- 
tee staff  asked  us  to  comment  on  an  alternative  model.  Under  this 
alternative,  the  fund  would  be  headed  by  a  single  administrator, 
similar  to  the  administrator  of  the  Small  Business  Administration. 

This  administrator  would  be  appointed  by  the  President  with  the 
advice  and  consent  of  the  Senate.  The  administrator  would  work 
with  a  community  development  advisory  board,  perhaps  of  15  mem- 
bers, consisting  of  the  Secretaries  of  Agriculture,  Commerce,  Hous- 
ing and  Urban  Development,  and  Treasury,  the  administrator  of 
the  Small  Business  Administration,  and  10  private  citizens  with 
development  knowledge  and  experience  appointed  by  the  President. 

This  structure,  although  different  from  that  originally  proposed 
by  the  administration,  accords  with  our  objectives.  The  mnd  would 
remain  a  separate  agency  within  the  Executive  Branch.  The  advi- 
sory board  would  provide  the  fund  with  a  balance  of  viewpoints  be- 
tween public  and  private  interests. 

Because  there  would  be  fewer  individuals  involved  in  the  direct 
management  of  the  fund,  this  alternative  structure  might  also  re- 
duce the  fund's  administrative  expenses  without  compromising 
major  goals. 

We  have  taken  very  seriously  a  comment  made  by  a  number  of 
you  about  the  importance  of  holding  down  the  overhead  associated 
with  this  operation,  and  are  trying  to  pursue  a  number  of  avenues 
to  do  so. 

In  conclusion,  as  Secretary  Bentsen  noted  in  his  testimony  before 
this  committee  in  July,  establishing  a  program  focused  on  commu- 
nity development  financing  would  constitute  an  important  step  in 
responding  to  a  demonstrable  and  critical  need  in  stressed  commu- 
nities. 
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This  administration  is  committed  to  empowering  communities 
and  individuals  to  help  themselves.  This  legislation  will  help  turn 
that  commitment  into  action. 

Mr.  Chairman,  I  want  to  take  this  opportunity  to  commend  you, 
Senator  D'Amato,  and  other  Members  of  the  committee  for  the  seri- 
ousness and  energy,  on  both  sides  of  the  aisle,  that  you  are  bring- 
ing to  this  effort. 

I  want  to  assure  you  that  the  administration  looks  forward  to 
working  with  you  to  achieve  common  objectives  on  a  timely  basis. 

We'll  be  pleased  to  respond  to  any  questions. 

The  Chairman.  Thank  you  very  much. 

Let  me  start  with  you,  Secretary  Newman. 

And  that  is,  you  were  with  Bank  of  America  as  a  major  executive 
in  that  institution,  and  you  have  a  long  prior  history  as  a  profes- 
sional in  commercial  banking.  Am  I  right  about  that? 

Mr.  Newman.  That's  correct. 

The  Chairman.  In  terms  of  your  advocacy  now,  in  this  role  for 
this  kind  of  a  targeted,  narrowly  drawn  initiative,  I  gather  that 
you're  saying,  drawing  on  your  private  banking  experience,  that 
these  two  things  are  compatible?  In  other  words,  this  will  fit  appro- 
priately with  our  private  commercial  banking  system  and  that 
there  is  not  an  inherent  conflict  between  one  and  the  other  here? 

Mr.  Newman.  That's  exactly  correct,  Mr.  Chairman. 

It's  always  difficult,  of  course,  to  be  totally  objective  when  one  is 
in  a  new  role.  But  when  I  try  to  look  back  on  how  I  would  have 
viewed  this  program  when  I  was  a  senior  officer  of  Bank  of  Amer- 
ica, I  think  I  would  have  thought  that  this  program  was  good  for 
California  and  good  for  the  people  of  California,  and  a  wise  use  of 
Federal  funds,  and  a  program  that  I  would  personally  have  been 
supportive  of  in  that  role  too. 

The  Chairman.  Now  next,  what  I'm  saying,  and  what  I'm  hear- 
ing fVom  most  of  my  colleagues,  who  take  a  look  at  traditional 
banking  services  in  inner-city  situations,  particularly  the  most  dis- 
tressed inner-city  situations,  is  there's  been  a  perceived,  and  I 
think  real,  drying  up  of  retail  outlets,  and  banks  and  other  tradi- 
tional lending  institutions  have  found  it  tough  to  operate  in  those 
settings. 

There's  been  a  general  withdrawal  and  it's  been  filled  in  by  the 
check-cashing  operations  that  charge  people — behind  bullet-proof 
glass,  I  might  say — high  fees  to  cash  Social  Security  checks,  and 
things  of  that  kind. 

Is  the  observation  that  we  have  seen  something  of  a  measurable 
withdrawal  of  traditional  banking  outlets  in  the  toughest  inner-city 
urban  settings  correct? 

Mr.  Newman.  Yes,  Mr.  Chairman.  There  has  been  a  withdrawal. 
There  has  also  been  a  lack  of  institutions,  in  some  cases  for  a  long 
period  of  time,  where  nobody  has  gone  in. 

One  of  the  groups  that  we  met  with,  who  would  be  a  potential 
applicant  to  this  fund,  is  hoping,  with  the  assistance  of  the  fund, 
to  open  a  branch  in  a  community  that  has  not  had  a  financial  insti- 
tution branch  for  45  years.  It  does  take  specialized  attention  and 
specialized  expertise.  There  is  reason  to  believe  that  they  can  be 
successful,  but  they  have  to  be  very  focused. 


114 

The  Chairman.  Now,  if  the  private  sector  today  has  either  lost 
their  incentive  to  do  it,  or  has  opted  not  to  do  it,  or  has  moved  out, 
if  the  system's  going  to  work,  and  people  are  going  to  live  there, 
and  you're  going  to  have  any  kind  of  a  viable  economic  system, 
don't  we  have  to  have  credit  institutions  in  there?  Don't  we  have 
to  get  them  in  there  one  way  or  another? 

Mr.  Newman.  Absolutely,  Mr.  Chairman.  As  a  matter  of  fact,  one 
of  the  ironies  of  this  is  that  these  commimities  that  are  so  dis- 
tressed, as  some  of  the — like  Members  of  the  committee  have 
noted — will  be  in  that  situation  forever  unless  they  have  the  oppor- 
timity  to  build,  and  building  requires  capital. 

The  Chairman.  Right,  exactly.  I  think  what  we  have  found  too, 
from  the  experience  that's  accumulated,  where  people  have  endeav- 
ored to  do  this,  is  that  when  a  crafted  effort  is  made  to  bring  that 
kind  of  capital  in,  and  to  sort  through  the  opportunities  and  fi- 
nance of  things  that  ought  to  be  financed,  that  it  can  be  made  to 
work.  We've  cited  some  of  the  examples  of  the  South  Shore  Bank 
over  now  many  years  as  one  example,  but  there  are  many  others. 

There  are  profitable  opportunities  there  and  everybody  benefits. 
You  not  only  get  the  social  gain  and  good  from  the  revitalizing,  re- 
building, and  lifting  of  communities  through  natural  economic  ac- 
tivity, but  there  is  a  ripple  effect  that  goes  out,  and,  in  fact,  that 
helps  everybody  else. 

Mr.  Secretary,  let  me  ask  you  this  question. 

Some  have  advocated  permitting  commercial  banks,  without  a 
primary  mission  of  community  development,  to  receive  assistance 
through  the  administration's  initiative  for  community  lending  ac- 
tivities. 

I  think,  for  the  record,  we  ought  to  have  your  position  on  the 
issue  and  if  you  would,  if  you'd  explain  to  us  the  types  of  institu- 
tions that  should  be  permitted  to  participate  in  this  program  and 
why. 

Secretary  Cisneros.  Well,  given  the  limited  funding.  Senator, 
the  program  targets  the  need  for  establishing  and  expanding  non- 
traditional  lenders  whose  primary  purpose  is  to  enhance  lending  in 
low-  and  moderate-income  distressed  communities. 

The  objective  of  the  legislation  is  to  enhance  not  only  access  to 
capital  but  also  to  have  institutions  relate  to  comprehensive  com- 
munity development  strategies  that  will  revitalize  neighborhoods. 

So  it  would  be  organizations  that  provide  a  comprehensive  range 
of  services  including  assistance  in  the  form  of  equity  investments, 
loans,  deposits,  membership  shares,  grants,  technical  assistance, 
training,  and  so  forth  in  the  community,  which  would  make  them 
different  than  the  functions  normally  associated  with  traditional 
banking  institutions. 

The  Chairman.  Now,  as  you  know,  and  as  you've  commented  on, 
I've  long  been  a  supporter  of  the  Community  Reinvestment  Act, 
and  I  look  forward  to  the  results  of  the  admmistration's  CRA  re- 
view. 

In  the  context  of  this  proposal,  however,  some  have  advocated 
giving  any  bank  that  invests  in  a  community  development  institu- 
tion a  "safe  harbor"  from  CRA  challenges  or  an  outstanding  rating. 
What's  your  opinion  of  this  approach,  and  how  would  it  impact  the 
availability  of  credit  in  distressed  communities? 
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Secretary  Cisneros.  Certainly  banks  ought  to  get  some  credit, 
some  recognition  for  the  work  that  they  do  that  advances  commu- 
nity lending.  But  it  would  be — it's  complex  and  counterproductive 
to  create  any  kind  of  vehicle  by  which  a  bank,  by  doing  something 
in  one  area,  would  then  exempt  itself  from  being  active  in  the  com- 
munity in  others. 

One  might  envision,  for  example,  a  bank  that  had  50  branches 
and  if  the  provisions  are  not  written  correctly  with  respect  to  the 
relationship  with  CRA,  then  by  having  a  community  banking  role 
in  one  community,  one  could  conceive  of  a  situation  where  that 
bank  felt  that  it  was  exempt  from  the  other  49  communities  where 
it  operated,  because  it  had  met  its  CRA  obligation  by  creating  some 
sort  of  a  community  development  institution  or  subsidiary  in  this 
one  place. 

So,  while  credit  has  to  be  given  for  that  kind  of  lending  activity 
in  the  one  place,  it  cannot  be  a  safe  harbor  from  CRA  obligations 
in  the  rest  of  its  system. 

The  Chairman.  I  would  agree  with  that. 

And  in  a  community,  for  example,  that's  struggling,  troubled,  and 
if  there  were  not  to  be  a  community  development  bank  go  into  that 
community,  the  kind  that  we're  envisioning  here,  either  because 
there  wasn't  enough  resources  to  go  around  or  we  couldn't  get  it 
rolling  with  the  right  kind  of  local  initiative,  what  would  prevent 
a  bank  or  a  consortium  of  banks,  even  today,  from  going  into  an 
underserved  area  and  setting  up  their  own  community  development 
bank? 

If  they  didn't  want  to  shoulder  the  risk  all  by  themselves,  al- 
though I  think  most  of  the  big  banks  can  handle  that,  especially 
now,  because  profitability  is  much,  much  improved,  but  let's  say 
two  or  three  banks  in  a  community  essentially  bailed  out  of  a  dis- 
tressed area. 

Is  there  anything  today  that  if  they  were  to  seek,  in  a  thorough- 
going fashion,  to  form  a  consortium  effort  to  go  in  and  open  up  one, 
two,  three,  four,  five  branches  in  an  area  like  that  and  share  the 
burden  among  themselves? 

Secretary  CiSNEROS.  Senator,  there  are  instances  where  that  is 
indeed  occurring. 

The  Chairman.  So  there's  nothing  that's  preventing  anybody 
from  doing  that? 

Secretary  Cisneros.  It  is  more  a  function  of  the  culture  of  tradi- 
tional banking  as  it  exists,  in  my  view — and  this  is  just  a  personal 
observation.  But  one  of  the  beauties  of  this  initiative  is  that  it 
would  bring  people  who  have,  as  a  frame  of  mind,  a  community 
building  objective  as  well  as  the  traditional  banking  role.  And  there 
are  folks  out  there. 

South  Shore  is  one  example.  People  who  for  20  years  have  been 
as  intent  on  trying  to  build  up  the  institutions  of  the  community, 
community  builders,  as  they  have  been  being  traditional  bankers. 

And  what  we  lack  in  the  situation  you've  described,  that  is  to  say 
where  this  has  not  occurred,  is  that  the  reward  structure  in  tradi- 
tional banking  is  different.  Peoples'  promotions  are  based  on  other 
things.  Their  training  and  education  is  different. 

But  one  of  the  things  that  this  is  going  to  do  is  bring  some  folks 
who  have  a  commitment  that  they  want  to  give  back  to  society  and 
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give  them  an  institution  where  they  can  thrive,  where  the  reward 
structure  rewards  their  philosophy  and  motivations  and  so  forth.  I 
think  that's  going  to  be  a  very,  very  positive  thing. 

The  Chairman.  Just  two  other  brief  things. 

In  the  House,  Representatives  Flake  and  Leach  have  introduced 
a  bill  that  utilizes  some  of  the  funding  in  the  President's  proposal 
to  fund  the  Bank  Enterprise  Act.  I'm  wondering  what  the  adminis- 
tration's position  is  on  coupling  this  proposal,  the  Community  De- 
velopment Bank  proposal,  and  the  Bank  Enterprise  Act  in  that 
manner? 

Secretary  CiSNEROS.  It's  my  understanding  that  the  administra- 
tion continues  to  look  at  the  issues  associated  with  funding  the 
Bank  Enterprise  Act. 

But  one  has  to  be  very  careful  that  what  we  don't  do  is  dilute 
the  thrust  of  this  legislation  in  creating  community  based  organiza- 
tions instead  of  funding  larger  institutions  for  work  that  is  going 
to  be  only  marginally  related  to  the  objectives  set  out  here. 

The  Chairman.  WOiat  would  your  view  be? 

Mr.  Newman.  Exactly  consistent  with  Secretary  Cisneros',  Mr. 
Chairman. 

The  danger  here,  as  we've  already  reduced  the  funding  request 
for  this  particular  program  dramatically  from  what  it  was  earlier, 
is  diluting  funds.  Senator  Dodd  noted  earlier  that  it  was  part  of  the 
President's  vision  way  back  at  the  beginning  of  the  administration, 
even  while  he  was  running  for  the  presidency.  And  there's  just  a 
very  limited  amount  of  funds.  If  those  funds  are  diluted,  as  Sec- 
retary Cisneros  says,  we  will  end  up  not  achieving  the  objectives 
here,  not  really  being  able  to  put  into  effect  anything  that's  very 
meaningful. 

We  need  to  be  very  careful  as  we  think  through  how  the  BEA 
might  be  utilized  to  try  to  develop  ways,  if  we  can  find  them,  that 
really  leverage  the  funds. 

Another  advantage  of  this  program  is  the  extraordinary  amount 
of  leverage,  and  we  can't  afford  to  just  simply  dole  out  funds  to  peo- 
ple, as  Senator  Faircloth  was  concerned,  and  we  very  much  share 
the  concern  about  being  careful  about  new  Government  expendi- 
tures. 

One  of  the  key  points  of  this  particular  program  is  that  it's  not 
just  a  handout;  it  is  a  program  for  building,  building  institutions 
which  will  grow  themselves  into  the  future,  that  will  have  match- 
ing funds,  uiat  will  be  able  to  lever  and  be  able  to  provide  capital 
for  communities  to  themselves  go  on  and  build. 

The  Chairman.  Senator  Bennett. 

Senator  Bennett.  Thank  you,  Mr.  Chairman. 

I  note  in  the  testimony  of  both  of  you,  recognition  of  the  fact  that 
there  must  be  an  appropriate  financial  reward  for  the  institution 
to  do  this. 

This  is  not  a  welfare  program  handing  out  money  to  people  to 
keep  them  off  the  streets,  this  is  a  lending  program,  and  your  em- 
phasis on  repayment  and  loan  rejection  rates  and  those  kinds  of 
things  is  very  heartening  to  me.  You  don't  get  the  problem  solved 
if  you  don't  recognize  that  there  must  be  some  kind  of  financial  via- 
bility in  these  institutions. 
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Secretary  Cisneros  talked  about  the  need  for  professional  busi- 
ness m£uiagers  specializing  in  serving  low-  and  moderate-income 
people  and  neighborhoods.  And  Mr.  Newman,  you  talked  about 
training.  That's  been  one  of  my  concerns  with  this  whole  approach 
right  from  the  very  beginning. 

As  I  said  to  the  President  of  South  Shore  Bank,  if  I  were  allowed 
to,  I'd  be  delighted  to  invest  some  money  in  his  bank,  not  because 
of  his  social  conscience,  wonderful  as  that  may  be,  but  because  of 
his  proven  track  record  as  a  manager  who  knows  how  to  make 
loans  in  the  niche  market,  and  make  money  on  them. 

I  think  you've  identified  one  of  the  major  problems  here,  which 
is  that  the  culture  of  the  existing  banking  community  does  not 
produce  people  with  these  kinds  of  skills.  Indeed,  it  discourages 
people  with  these  kinds  of  skills. 

If  they're  going  to  get  to  the  level  that  Mr.  Newman  was  at  in 
Bank  of  America,  they  don't  get  on  that  career  path  by  demonstrat- 
ing that  they  know  how  to  make  loans  to  blacks  and  Hispanics, 
right? 

Mr.  Newman,  you  got  on  your  career  path  and  in  your  higher 
level  by  demonstrating  another  kind  of  skill.  I'm  sure  you  could 
learn  these  skills,  but  you  didn't  have  to  to  get  to  where  you  were. 

Secretary  CiSNEROS.  That  was  golf  at  the  country  club. 

[Laughter.] 

Senator  Bennett.  Not  necessarily. 

Mr.  Newman.  I  wish. 

[Laughter.] 

Senator  Bennett.  Can  you  address  that  question  of  how  we  are 
going  to  attract  people  into  this  business,  because  we  are  talking 
about  a  new  business,  a  new  business  venture.  Who  will  have  these 
kinds  of  skills  or  can  get  these  kind  of  skills?  Where  are  they  going 
to  get  them?  You've  obviously  addressed  it,  or  it  wouldn't  be  in 
your  testimony.  Share  with  us  your  behind-the-testimony  thoughts 
in  this  particular  area. 

Secretary  CiSNEROS.  I  think  Frank  may  have  some  clearer 
thoughts  on  this,  coming  from  business.  But  my  experience  tells  me 
that  there  are  a  lot  of  people  out  there  who  are  waiting  for  institu- 
tions like  this  to  come  into  being.  Some  of  them  work  for  existing 
banking  institutions  now. 

They  work  for  small,  independent  banks  who  would  make  loans 
if  there  was  just  that  extra  support  that  they  need  to  convert  this 
into  something  that  is  more  bankable.  They  work  for  credit  unions, 
they  work  for  community  institutions,  they  work  for  community  de- 
velopment corporations  now. 

I  do  agree  with  you  that  we  are  going  to  have  to  be  very  careful 
to  draw  the  line  between  people  who  are  only  well  intentioned,  and 
those  who  have  some  financial  banking  managerial  expertise.  But 
I  do  believe  there  is  a  reservoir  of  talent  in  our  community  develop- 
ment institutions  and  in  banking  institutions  who  really  would  see 
balancing  social  good  with  their  managerial  training,  and  there  will 
not  be  a  dearth  of  talent  that  can  be  brought  to  the  task. 

That  talent  must  be  matched  to  training,  and  I  think  training 
will  have  to  be  an  important  part  of  this,  as  it  is  in  private  bank- 
ing. The  American  Banking  Association  has  seminars  and  weekend 
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conferences  and  certification  requirements  and  so  forth  all  the  time 
that  will  have  to  be  part  of  this  culture  as  well. 

Frank. 

Mr.  Newman.  Just  to  add  to  that,  Senator,  as  you  may  know, 
South  Shore  Bank  itself  has  created  an  arm  that  specializes  in  con- 
sulting in  that  area.  They  have  developed  some  expertise  in  this 
area.  Ronald  Grzywinski  probably  shared  the  same  comment  as  he 
did  with  us  and  said  if  he  knew  as  much  20  years  ago  in  starting 
this  out  as  he  does  now,  it  wouldn't  have  taken  him  20  years  to 
get  here. 

But  clearly,  you  want  to  make  use  of  that  expertise  that  exists 
to  try  to  arrange  for  new  applicants  to  spend  time  literally  on  the 
premises  and  working  with  the  people  who  have  been  successful  at 
it.  It's  one  of  the  reasons  for  starting  the  program  relatively  gradu- 
ally. 

We  are  not  requesting  $300  million  in  the  first  year,  because  it 
is  going  to  take  time  to  build  up  this  expertise. 

One  of  the  important  functions  of  the  agency  itself  will  be  to  de- 
velop a  base  of  knowledge  and  understanding  that  can  be  passed 
on  to  each  applicant  and  to  develop  the  expertise  so  that  before  an 
application  is  provided  funding,  that,  in  fact,  the  group  applying 
has  demonstrated  that  they  do  have  some  skills  and  have  paid  ap- 
propriate attention  to  how  to  make  it  work. 

Senator  Bennett.  I  appreciate  that. 

References  to  the  refusals,  the  difference  in  refusal  rates  that 
SecretaiT  Cisneros  talked  about,  of  course,  are  very  disturbing.  If 
their  refusal  is,  indeed,  based  on  race,  it's  discrimination  and  it's 
bad  and  it  can't  be  tolerated.  The  rejection  rates  of  people  with 
lower  incomes  as  opposed  to  higher  incomes  raises  the  question  of 
competence,  which  you  have  talked  about  and  that  you  have  ad- 
dressed here. 

I  once  asked  for  loans  that  I  got  turned  down  on,  which,  looking 
back  on,  I  can  say  with  great  accuracy  the  banker  did  me  an  enor- 
mous favor  because  I  was  not  competent  to  manage  those  funds  I 
was  asking  for  and  the  banker  recognized  that.  And  it  was  years 
later  that  I  acquired  a  degree  of  sophistication  that  made  it  pos- 
sible for  me  to  do  other  things. 

If  I  can  just  close  with  one  more  strike  at  a  hobby  horse  of  mine, 
I  have  discovered  around  here  that  the  more  you  repeat  something 
the  better  off  you  are.  People  do  not  listen  to  you  the  first  or  even 
the  tenth  or  the  twentieth  time.  So  you  will  have  to  bear  with  me. 

I  believe  that  to  attract  capital  into  these  kinds  of  areas  in  addi- 
tion to  all  of  the  things  this  legislation  is  talking  about,  a  serious 
examination  of  the  way  this  country  deals  with  capital  gains  and 
the  way  this  country  taxes  capital  gains  is  warranted.  And  I  would 
hope  that  if  we  could  keep  dripping  on  the  stone  toward  reducing 
or  going  to  Chairman  Greenspan's  ultimate  elimination  of  capital 
gains  tax  in  this  country,  it  could  go  a  long  way  toward  helping 
solve  these  problems. 

Because  I  can  see  some  cold-hearted  capitalists  with  large  sums 
of  money  looking  at  this  and  saying,  I  could  fund  one  of  these  kinds 
of  institutions  and  then,  looking  at  the  return  in  terms  of  the  ap- 
preciation of  his  capital  and  saying,  no,  I'm  not  going  to  bother. 
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But  if  you  told  him,  no,  we're  going  to  eliminate  capital  gains 
taxes  so  that  you  could  get  a  return  on  this  and  not  see  it  taxed 
away,  if  you  decided  to  cash  in  a  few  years  from  now  in  a  capital 
gains  circumstance,  you  would  see  a  social  benefit. 

So  that  has  nothing  to  do  with  this  legislation,  but  I  am  just 
keeping  the  water  dripping  on  the  stone  that,  as  we  address  tnese 
issues  of  capital  availability,  we  remember  the  role  that  the  capital 

fains  tax  played  in  drying  up  capital  for  somewhat  risky  ventures, 
will  keep  dripping  away  on  that  stone  as  we  go  along. 

Thank  you,  Mr.  Chairman. 

Senator  DODD  [Presiding].  Senator  Riegle  will  be  right  back.  He 
is  taking  a  call. 

Let  me  just  pick  up  on  the  points  that  Senator  Bennett  has 
raised.  I  think  they  are  excellent  points. 

It  occurred  to  me,  on  the  issue  of  training  and  awareness,  two 
things  are  present.  One  is  that  the  leadership  is  at  the  top  of  finan- 
cial institutions,  deciding  that  this  is  an  area  which  is  worthwhile 
for  their  institutions  to  explore  and  get  involved  in.  It  seems  to  me 
that  that  simple  decision  begins  to  create  a  different  environment. 
I  think  Senator  Bennett's  point  was  an  accurate  one. 

Presently,  and  for  many  years,  it  was  not  true  that  to  have  a 
deep  interest  in  this  particular  area  was  necessarilv  a  way  to  ad- 
vance one's  career  within  financial  institutions.  Tnat  attitudinal 
change,  it  seems  to  me,  would  cause  an  immediate — because  I  sus- 
pect there  are  many  people,  thousands  upon  thousands  of  people, 
who  are  very  interested  in  pursuing  this  particular  avenue  if  they 
believed  ana  thought  that  the  leadership  of  their  institutions  was 
interested  in  pursuing  it.  So  I  think  a  change  there  would  provoke 
a  great  deal  of  success. 

Second,  the  awareness — and  I  would  like  you  to  comment  on  this. 
Mr.  Newman,  I'll  ask  you  to  comment  on  it  since  you  directly  come 
out  of  this.  Would  you  comment  on  the  awareness  of  the  availabil- 
ity of  resources  witnin  the  urban  communities?  The  notion  has  per- 
sisted that  it  iust  wasn't  worthwhile  doing  business,  not  because 
people  were  black  or  Hispanic,  but  because  there  weren't  any  re- 
sources within  these  communities.  And  the  discovery  was  that,  in 
fact,  there's  a  great  deal  of  wealth  in  these  areas  that  has  not  been 
sought  after  or  brought  into  the  institutions. 

I  wonder  if  that  is  a  major  consideration  in  terms  of  changing 
some  attitudes  as  well.  The  presence,  as  we've  discovered  now,  of 
churches  and  organizations  that  have  resources  that  have  been  uti- 
lizing makeshift  operations,  in  some  cases  to  protect  their  re- 
sources, would  prefer  to  utilize  traditional  lending  institutions  or  fi- 
nancial institutions  that  could  provide  greater  rates  of  return  and 
greater  security  and  a  variety  of  other  things  that  have  not  been 
available  to  them  in  the  past.  Is  there  any  voracity  or  any  merit 
in  those  two  particular  points? 

Mr.  Newman.  I  woula  agree.  Senator.  As  a  matter  of  fact,  a  cou- 
ple of  interesting  thoughts  occurred  to  me.  My  former  boss,  Dick 
Rosenberg,  who  is  the  chairman  of  Bank  America,  has  recently 
made  some  public  statements  noting  that  he  believes  that  banks 
can  make  profits  doing  CRA  business  and  there  is  no  reason  why 
banks  should  necessarily  take  the  view  that  they  cannot  make  a 
profit  just  because  it's  a  responsibility  they  are  undertaking  under 
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CRA  and  the  proper  attention  to  doing  it  right  can  make  it  a  profit- 
able business. 

In  addition,  the  communities,  as  you  say,  have  a  variety  of  dif- 
ferent kinds  of  resources,  but  it  does  take  the  knowledge  of  how  to 
put  the  pieces  together.  It  does  take  the  focus,  it  takes  the  training, 
and  putting  pieces  together  for  a  community,  as  a  community,  rein- 
forces the  success  of  each  part  of  the  project. 

It  is  also  critical  to  follow  up  on  the  program  knowledge  that  Sec- 
retary Cisneros  was  talking  about  before. 

There  are  a  number  of  programs  that  can  be  pieced  together  to 
help  a  community.  But  it  takes  knowledge,  understanding  of  how 
to  piece  those  things  together,  in  order  to  get  a  total  program. 

Secretary  CiSNEUOS.  Senator,  I'd  like  to  add  a  word.  And  that  is, 
beyond  the  question  of  aggregate  resources  that  exist  in  poor  com- 
munities, and  they  do,  we  nave  a  tendency  sometimes  to  see  an  Af- 
rican-American community  or  a  poor  Hispanic  community  and  see 
it  stereotypically,  see  the  visible  manifestations  of  the  things  that 
we  read  in  the  newspaper.  People  standing  on  the  street  corner,  for 
example,  unemployed.  But  forget  that  the  blocks  surrounding  that 
are  filled  with  older  citizens  who  have  saved  their  money  and  are 
keeping  it  in  some  non-traditional  place,  who  have  invested  equity 
in  their  home,  who  have  lent  money  to  their  children  to  get  a  start, 
and  so  forth. 

Apart  from  the  question  of  aggregate  resources,  one  thing  that 
we  will  discover  as  we  embark  on  this  effort  are  patterns  of  thrift 
and  responsibility  and  repayment  that  make  community  lending 
good  business  as  well.  Some  of  the  international  examples,  an  orga- 
nization called  Accion  Internacional,  for  example,  based  in  Boston 
has  been  lending  to  microenterprises,  "microimpresas,"  they  call 
them  in  Latin  America,  and  has  found  98  percent  repayment  rates 
among  the  poor  when  they  are  given  the  chance  to  perform  in  the 
larger  system  of  capitalism  and  enterprise. 

Senator  DODD.  Kwada  Bank,  primarily  focused  on  Africa  with 
some  former  Peace  Corps  members  and  other  people  who  knew  the 
area  very  well  and  were  able  to  leverage  and  finance  operations 
where  people  had  never  even  tried  in  the  past  and  were  very  suc- 
cessful. 

Secretary  Cisneros.  I  think  we  are  moving  into  an  area  where 
we  will  find  that  when  you  give  people  an  opportunity  to  extend 
respect  in  the  system  of  enterprise,  give  them  a  stake,  give  them 
a  piece,  give  them  a  place  to  plug  in,  peoole  are  going  to  be  very 
surprised  at  how  good  a  business  decision  tnat  is. 

I  live  on  the  west  side  of  San  Antonio,  which  is  a  poor  Hispanic 
community.  And  on  some  Saturday  mornings,  I  would  have  to  go 
to  a  neighoorhood  shopping  store,  grocery  store,  that  had  as  an  ad- 
junct a  savings  and  loan. 

Saturday  morning  the  lines  were  easily  twelve  peoole  deep  at 
each  teller  at  the  local  savings  and  loan  deposit  window.  People 
were  depositing  their  paychecks  that  they  got  the  afternoon  before. 

Senator  Dodd.  Did  you  always  pick  the  wrong  line? 

[Laughter.] 

Secretary  CiSNEROS.  The  point  is,  it  was,  to  me,  very  moving  to 
see  working  people  with  rough  hands,  working  clothes,  standing  in 
line,  participating  in  the  banking  structure. 
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The  sad  thing  about  that  story  is  that  all  that  money  was  going 
to  a  headquarters  operation  and  being  reinvested  elsewhere.  These 
people  were  putting  in  their  savings,  but  there  was  no  strategy  of 
reinvestment  on  the  part  of  that  savings  and  loan  in  that  neighbor- 
hood. They  were  investing  metropolitan  area  wide. 

What  we  would  have  is  institutions  that  would  reap  the  benefits 
of  those  deposits  and  be  able  to  reinvest  them  right  there  in  the 
community.  And  I  think  that  would  be  new  and  different  in  the 
American  system. 

Senator  DoDD.  Those  are  thoughts  that  I've  had,  but  I'm  glad  to 
hear  you  corroborate  my  feelings  in  that  area.  It  doesn't  detract  at 
all,  I  think,  from  what  Senator  Bennett  was  saying  about  the  train- 
ing and  importance  of  it.  The  availability  of  resources  and  the  no- 
tion of  leadership,  I  think,  are  two  points  that  are  not  appreciated 
well  enough  by  people  who  are  not  necessarily  familiar  with  this. 

Let  me  pick  up  as  well  on  the  last  point  Senator  Bennett  raised, 
and  I  want  to  underscore  his  concerns  in  this  area.  And  that  is  that 
we  try.  There  are  various  other  pieces,  not  all  inclusive,  but  cer- 
tainly other  pieces  that  many  of  us  think  are  worthwhile  in  terms 
of  contributing  toward  the  goals  that  this  particular  piece  of  legis- 
lation is  striving  for.  The  mention  of  the  capital  gains  issue  is  one. 

I  am  hopeful  that  in  our  budget  package  the  Bumpers,  Matsui, 
and  there  were  a  number  of  others  that  worked  on  it  that  had  a 
targeted  capital  gains  piece  to  it,  will  be  some  help  in  all  of  this. 
It's  not  targeted  specifically  in  this  area,  but  it  is  targeted  to  small- 
er businesses  and  I  hope  that  would  be  of  some  help. 

But  I  would  like  to  get  your  comments  if  we  could,  because  I  am 
interested,  possibly,  with  this  vehicle,  given,  I  think,  what  you've 
heard  this  morning  from  both  sides,  while  not  an  endorsement  for 
every  dotted  "i"  and  crossed  "t,"  you  certainly  heard,  I  think,  from 
our  Republican  colleagues  at  least,  a  philosophical  commitment  to 
what  we  are  trying  to  do  here.  And,  I  think,  a  very  good  oppor- 
tunity for  us  building  a  strong  piece  of  legislation. 

I  would  be  interested  in  whether  or  not  the  administration  would 
be  willing  to  consider  as  well,  adding  things  like  interstate  banking 
and  branching  to  this  particular  proposal  Senator  D'Amato  and  I 
have  done  the  securitization  of  small  business  loans,  the  small 
business  capital  access  program,  and  the  Small  Business  Initiative 
Act.  These  are  a  couple  of  tnings  we've  kicked  around  as  ideas  and 
as  a  way  of  incorporating  those  as  part  of  this  effort. 

Now  it's  not  again — it  may  be  ones  that  you'd  just  assume  for  a 
variety  of  reasons  would  not  be  included.  But  I  would  like  to  get 
some  sense  of  whether  or  not — and  I  realize  this  falls  primarily  in 
the  Treasuiy  area,  a  lot  of  what  I  have  talked  about  here,  some  of 
it  in  the  SEC  area,  and  so  forth — whether  or  not  it  would  be  in- 
cluded. 

But  to  get  some  general  thrust  from  you,  because  this  is  an  op- 
portunity instead  of  doing  four,  five,  or  six  different  bills  around 
here,  if  we've  got  some  real  interest  in  this,  bipartisan  interest, 
why  not  try  to  do  some  of  these  other  things  as  well.  Because  some 
of  us  have  worked  for  years  around  here  and  have  not  been  able 
to  get  much  action. 

Mr.  Newman.  Senator,  let  me  try  to  address  the  various  pieces. 
Tomorrow,  as  I  am  sure  you  are  aware,  as  a  matter  of  fact,  I  will 
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be  back  to  testify  on  small  business  loan  securitization  addressing 
some  of  the  issues  that  you  and  Senator  D'Amato  have  raised.  We 
are  certainly,  in  an  overall  sense,  supportive  of  that  concept  and 
the  idea  of  trying  to  facilitate  the  securitization  of  small  business 
loans  which  would  be  good  for  a  variety  of  small  businesses 
throughout  the  country. 

With  respect  to  some  of  the  other  issues,  such  as  interstate 
branching,  that's  an  issue  that  we  are  doing  a  lot  of  work  on  and 
we  are  preparing  to  offer  comments  to  Congress  later  this  year  as 
to  the  particular  forms  that  we  thought  might  make  sense. 

Clearly  there  are  good  cases  that  are  made  that  providing  a 
mechanism  for  capital  to  be  more  readily  disbursed  throughout  the 
country  and  brought  from  one  area  to  another  could  be  very  sup- 
portive of  economic  development  in  a  number  of  ways  and  we  are 
very  cognizant  of  that.  But  our  feeling  is  that,  because  those  issues 
themselves  are  complex  and,  in  some  cases,  very  controversial,  our 
preference  would  be  to  come  back  later  this  fall  to  address  them 
as  separate  issues  and  to  try  to  get  the  Community  Development 
Financial  Institution  bill  addressed  on  its  own  as  rapidly  as  pos- 
sible to  try  to  get  this  program  underway. 

Senator  Dodd.  I  appreciate  that.  Interstate  branching  is  not  a 
new  idea.  This  one's  been  around  for  as  long  as  I've  been  in  the 
Senate.  Going  back  now  12  or  13  years  we've  talked  about  it.  But 
you're  right,  it  is  controversial.  I  am  fully  aware  of  that.  There  are 
people  that  have  real  problems  with  it. 

My  view  is,  if  you  left  this  as  a  freestanding  proposal,  even  if  the 
admmistration  comes  out  and  says,  by  golly,  we  ought  to  do  this 
2  months  from  now,  8  weeks  from  now,  as  a  freestanding  proposal, 
I  think  it's  a  nonstarter,  frankly.  I  think  it  is  going  to  have  to  be 
done  in  the  context  of  other  things.  We've  got  to  move  it  along. 

I  would  like  to  request  of  you,  because  I  suspect  it's  going  to  be 
a  few  weeks,  frankly,  before  we  get  to  even  a  markup  on  this,  that 
the  administration  might  take  a  closer  look  at  some  of  these  issues 
and  give  us  some  immediate  feedback  on  some  of  them,  again  we 
may  decide  to  go  ahead  anyway.  We  mav  decide  not  to. 

But,  again,  given  the  clear  focus  of  attention  on  capital  that 
interstate  branching  would  help  provide,  not  to  mention  in  terms 
of  reinventing  Government,  reducing  the  duplication  and  a  lot  of 
other  things  that  go  on,  and  the  cost  of  lending  money  as  well  as 
some  of  these  other  ideas,  I  think  it  would  be  tremendously  helpful 
and  potentially  would  give  us  a  comprehensive  package,  with  this 
being  the  centerpiece  of  what  we  talked  about,  of  really  making  a 
difference  in  some  of  these  urban  areas  that  desperately  need  to 
get  this  capital. 

So  I  am  going  to  make  that  request  of  you  here  today  so  that  we 
might  get  a  more  immediate  response,  because  you  and  I  have  been 
around  long  enough  to  know  that,  with  all  due  respect,  the  answers 
we'll  get  back  later  in  the  year,  with  everything  else  this  Congress 
has  to  deal  with,  there's  no  way  we're  ever  going  to  get  back  to  this 
issue,  at  least  in  this  short  time. 

Senator  Benneit.  Would  the  Senator  yield  on  this  point? 

Senator  Dodd.  Yes. 

Senator  Benneit.  I  was  introduced  to  the  interstate  banking 
issue  by  your  former  boss  at  Bank  of  America,  who  gave  me  a  spe- 


123 

I  ^ 

cific — I'm  sorry,  I  do  not  have  the  exact  number  in  my  mind — ^but 
there  was  a  very  large  number  that  Bank  of  America  had  to  pay 
in  banking  fees  to  conduct  a  transaction  between  their  wholly 
owned  subsidiary  in  Texas  and  their  whollv  owned  subsidiary  in 
California  that  had  absolutely  no  economic  Benefit  to  anyone.  And 
if  you  can't  do  it  in  the  spirit  of  this  bill,  do  it  in  the  spirit  of 
reinventing  Government. 

Here  was  a  circumstance  where  a  Grovernment  regulation  had 
drained  out  of  the  economy  millions  and  millions  of  dollars  for  no 
specific  economic  benefit.  That's  money  that  could  have  been  avail- 
able to  one  of  these  institutions  if  we  had  had  the  sanity  to  follow 
the  Senator  from  Connecticut's  lead  on  interstate  branching  and 
make  it  available. 

I  thank  the  Senator  for  yielding.  I  want  to  have  that  on  the 
record  and  Bank  of  America  will  give  you  specifics  if  you  need  to 
find  them. 

Senator  DoDD.  Thank  you  both. 

The  Chairman  [Presiding].  Thank  you,  Senator  Dodd. 

Senator  Bond. 

OPENING  STATEMENT  OF  SENATOR  CHRISTOPHER  S.  BOND 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman.  I  want  to 
commend  you  for  holding  this  hearing.  I  also  want  to  thank,  most 
sincerely,  my  friend  from  Connecticut  and  my  friend  from  Utah  for 
tossing  a  few  live  hand  grenades  into  the  proceedings.  It  is  very 
nice  at  20  minutes  of  12  p.m.  on  one  of  these  hearings  to  see  our 
friends  in  the  audience  alive  and  awake  and  on  the  edge  of  their 
seats. 

[Laughter.] 

This  is  certainly  more  than  I  could  have  done  with  my  question- 
ing. 

I  apologize  to  the  Secretary  for  not  having  been  here  for  the  pres- 
entation. I  was  doing  the  highest  work.  I  was  participating  with 
Senator  Gramm  in  the  appropriations  markup  of  the  HUD  bill.  I 
can  assure  you  only  that  no  further  damage  was  done  today.  We 
were  not  successful  or  were  not  able  to  get  any  more  resources.  But 
we  certainly  were  thinking  very  kindly  of  you. 

[Laughter.] 

Mr.  Chairman,  I  want  to  express  a  very  personal  and  sincere 
thank  you  to  the  Secretary,  who  came  out  this  past  Friday  to  St. 
Louis  to  visit  a  pilot  project,  a  transitional  housing  program  that 
we  have  in  St.  Louis  to  deal  with  the  hardest  cases,  the  toughest 
cases  of  homeless  families  who  have  gone  through  great  crises  and 
are  getting  back  on  their  feet. 

This  is  an  exciting  cooperative  effort  between  State,  local,  and 
Federal  Grovernments,  charitable  organizations  led  by  the  Salvation 
Army  and  the  YWCA,  and  supported  by  private  corporations. 

Mr.  Secretary,  your  presence  there  did  a  tremendous  amount  to 
help  us  get  credibility  and  the  resources  we  need.  I  am  most  grate- 
ful to  you  for  that. 

Second,  we  are  most  grateful  to  you  also  for  your  work  on  the 
flood  efforts. 

Mr.  Chairman,  we  have  had  a  number  of  discussions  with  HUD, 
We  have  real  problems  still,  in  the  State  of  Missouri,  getting  inter- 
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mediate  housing  and  dealing  with  housing  problems  caused  by  the 
flood.  We  have  nad  great  cooperation,  as  usual,  from  HUD  on  pos- 
sible legislative  issues.  We  appreciate  the  cooperation. 

Secretary  Cisneros.  Senator,  if  I  may,  and  Mr.  Chairman,  we 
will  always  be  happy  to  be  supportive  of  a  transitional  project,  like 
the  one  that  I  saw  in  St.  Louis  the  other  day,  when  I  know  that 
there  is  someone  who  is  going  to  be  wedded  to  that  project  for  the 
rest  of  his  life.  It's  named  the  Bond  Center. 

[Laughter.] 

Senator  Bond.  They  did  manage  to  get  my  attention  on  it. 

[Laughter.] 

But,  Mr.  Chairman,  with  respect  to  this  particular  measure  be- 
fore us,  on  which  we  are  holding  hearings  today,  I  really  hope  that 
this  is  the  basis,  and  I  believe  it  is,  for  continuing  discussions  and 
cooperative  efforts  to  work  out,  on  a  bipartisan  basis,  on  this  com- 
mittee and  with  the  administration,  a  number  of  approaches  to 
sparking  the  economic  revitalization  of  our  distressed  communities. 

We  certainly  have  the  best  minds  working  on  this.  I  will  have  to 
confess  I  have  some  skepticism  as  to  the  approach  of  the  original 
S.  1275,  to  set  up  a  new  Federal  program  to  achieve  a  solution  to 
the  problems  of  economically  distressed  communities. 

I  think  we  are  going  to  have  to  get  more  traditional  banks  and 
lending  institutions  to  become  involved  in  distressed  communities, 
either  alone  or  in  tandem  with  community  development  banks.  We 
need  to  find  creative  approaches  that  provide  incentives  to  banks 
and  other  financial  institutions  to  invest  in  distressed  communities. 

I  believe  Mr.  Newman  mentioned  the  Bank  Enterprise  Act, 
which  we  have  discussed  and  which  encourages  traditional  lending 
institutions  to  open  up  branches  in  distressed  communities. 

We  also  need  to  look  at  ways  to  reduce  bank  regulatory  burden 
and  paperwork  including  CRA  reform.  And  I  was  most  interested 
in  the  comments  of  Mr.  Newman  on  the  reforms  to  be  proposed 
now  and  in  the  future  by  this  administration. 

I  really  think  our  objective  must  be  to  mainstream  low-income 
persons,  families,  and  persons  in  distressed  communities  into  the 
traditional  financial  services  area,  expanding  the  facilities  of  tradi- 
tional financial  institutions  and  showing,  as  the  South  Shore  Bank 
did,  as  my  friend  from  Utah  pointed  out,  that  investing  in  finan- 
cially distressed  communities  can  and  should  be  a  profitable  enter- 
prise. 

Just  a  couple  of  questions,  Mr.  Secretary,  to  go  at  my  basic  con- 
cern. HUD  currently  has  about  208  programs.  I  am  concerned  that 
each  new  Federal  program  with  its  attendant  Federal  paperwork 
and  Federal  bureaucracy  adds  to  the  problem  that  the  Vice  Presi- 
dent is  trying  to  correct. 

Why  can't  we  accomplish  these  goals  just  by  providing  select  as- 
sistance to  existing  community  development  banks,  corporations, 
and  other  entities  to  address  economic  revitalization?  Wny  is  this 
new  program  needed? 

Secretary  Cisneros.  Senator,  I  would  say  that  it's  needed  be- 
cause the  purpose  is  to  create  new  institutions  in  places  where  they 
don't  exist.  The  network  of  traditional  banking  institutions  that  are 
now  working  in  this  field  of  community  development  and  the  num- 
ber of  community-oriented  banks  is  so  thin  toaay,  what  we  are  at- 
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tempting  to  do  is  to  spur  into  being  a  new  generation,  a  new  group, 
and  increase  by  orders  of  magnitude  the  number  of  institutions 
working  in  the  community.  So  we  do  need  a  program. 

Now,  I  think  a  very  important  and  legitimate  line  of  discussion 
would  be  what  form  the  organization  should  take  in  Washington 
that  oversees  it.  The  legislation,  as  it's  discussed  now,  calls  for  the 
creation  of  a  new  SBA-like  enterprise.  That  is  one  possible  ap- 
proach. Another  would  be  that  the  Department  of  Treasury  would 
take  a  larger  role  in  the  actual  administration  of  the  program.  But 
the  legislation,  as  it's  drafted  now,  calls  for  a  new  organization. 

I  think  one  thing  we  could  say  for  sure  is  that  the  principles  em- 
bodied in  the  reinventing  Government  theme  of  leanness  and  ac- 
countability and  performance  measurement,  as  opposed  to  process 
measurement  and  all  of  those  things,  will  have  to  be  worked 
through. 

I  note,  for  example,  in  the  CRA  discussion,  I  served,  let  me  say, 
on  the  Federal  Reserve  Bank  Board  in  Dallas  and  worked  with  the 
bankers  of  the  Southwestern  United  States  on  their  concerns  on 
CRA.  It  was  an  interesting  thing.  They  felt  that  they  had  some 
willingness  to  engage  in  community  activities  but  that  it  was  al- 
most divorced  from  CRA  because  CRA  measured  nothing  more 
than  whether  or  not  you  published  some  brochures  and  whether  or 
not  you  had  been  able  to  put  some  pamphlets  out  and  whether  you 
had  held  some  community  meetings,  and  was  far  removed  from 
whether  or  not  you  had  actually  lent  in  the  community.  You  could 
do  nothing  in  the  community,  effectively,  and  still  get  a  good  CRA 
rating  because  it's  so  process-oriented  as  opposeof  to  output-ori- 
ented. 

I  think  you'll  find  the  principles  of  performance  measurement 
and  output  measurement  guiding  whatever  organizational  struc- 
ture is  created  to  manage  this  program. 

Senator  Bond.  I  couldn't  agree  with  you  more.  I  think  everybody 
agrees  that  a  system  that  generates  memoranda  which  are  de- 
signed to  show  tney've  gone  through  the  hoops  of  the  process  is  not 
the  outcome  that  we  want  from  CRA  but  it's  the  outcome  that  we 
too  often  get.  Unfortunately,  such  a  system  does  not  necessarily  re- 
flect the  actual  participation  of  the  financial  institution  in  the  tar- 
geted communities. 

There  is  a  modest  authorization  or  intention  in  this  bill  to  have 
$50  million  available  for  the  program  in  the  first  year.  It  keeps  the 
dollar  numbers  down.  Nevertheless,  if  you  divide  the  $50  million 
into  meaningful  amounts  it  looks  like  you're  only  going  to  have  the 
funds  for  a  relatively  few  cities.  Either  that  or  you're  going  to  put 
in  so  little  capital  it's  not  going  to  be  meaningful. 

I  just  wonaered,  with  a  small  pot  of  money,  how  can  we  use  this 
new  stand-alone  program  to  reach  the  many  urban  and  rural  areas 
where  there  is  a  real  need  for  assistance? 

Mr.  Newman.  Senator,  if  the  Senate  and  the  House  see  fit  to 
fund  this  program  in  a  larger  amount,  we  would  be  happy  to  dis- 
cuss that  with  you. 

Senator  Bond.  We  would  have  to  take  it  out  of  some  of  the  exist- 
ing programs  and  we'd  be  delighted  to  do  that  if  you  would  tell  us 
what  programs  you  want  to  shut  down  so  we  can  put  more  money 
into  this  program. 
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Mr.  Newman.  Yes,  sir.  We're  trying.  We  tried  yesterday  and  we 
will  continue  to  try. 

I  think  the  key  issue  here  gets  back  to  getting  started  in  a  fash- 
ion that  is  not  so  rapid  we  don't  know  what  we're  doing.  We  don't 
want  to  waste  the  money.  The  request  for  funds  here  grows  a  little 
bit.  It  starts  out  with  $60  million  in  the  first  fiscal  year  and  goes 
on  to  about  $100  million,  the  idea  being  that  during  the  first  year 
we  will  be  building  up  understanding,  building  up  the  expertise 
that's  necessary  to  use  the  funds  wisely. 

It  may  be  that,  in  the  initial  period  of  time,  the  average  invest- 
ment in  a  Community  Development  Financial  Institution  is  only 
maybe  $2  or  $3  million,  which  would  mean  for  $50  or  $60  million 
you  could  do  a  number  of  institutions,  not  a  huge  amount  but  not 
a  bad  start  for  the  first  year.  And  then  be  prepared  to  move  on  in 
the  second  year  on  a  somewhat  larger  scale. 

Senator  Bond.  Mr.  Newman,  to  the  extent  that  I'm  covering 
what  you  already  covered,  I  apologize.  But  I  know  you  have  men- 
tioned you're  looking  at  bank  regulations  and  reducing  administra- 
tive burdens.  Could  you  just  give  us  a  quick  summary  of  the  kinds 
of  things  you're  looking  at  in  that  area? 

Mr.  Newman.  Certainly,  Senator.  By  the  way,  I  very  much  agree 
that  this  whole  concept  of  reducing  the  inefficiencies  in  the  banking 
system  is  important  in  lots  of  ways.  It  affects  every  community  of 
America,  the  distressed  communities  and  the  mainstream  commu- 
nities, because  the  inefficiency  just  makes  the  cost  of  credit  higher 
than  it  needs  to  be  otherwise  for  all  potential  users  of  credit. 

In  addition  to  the  credit  availability  program  specifics  that  the 
President  announced  and  we  followed  up  on  with  the  four  banking 
regulators,  and  a  lot  of  that  is  just,  at  this  point  in  time,  a  matter 
of  reinforcing  those  messages  because  after  a  period  of  years  of  the 
bankers  getting  used  to  operating  under  a  very  difficult  regulatory 
environment  where  they  were  essentially  scared  to  do  a  number  of 
things  and  felt  they  had  to  do  a  tremendous  amount  of  documenta- 
tion and  defend  themselves,  changing  the  psychology  takes  time 
and  so  we  are  going  back  and  not  only  have  introduced  these  initia- 
tives but  are  going  back  and  reinforcing  them  constantly  with  the 
examiners  and  with  the  bankers. 

In  addition  to  that,  there  is  a  program  underway  that's  being  led 
by  Gene  Ludwig,  the  Comptroller,  to  go  back,  literally,  through 
every  single  regulation  that  we  have  for  national  banks,  review 
whether  it's  still  applicable,  whether  it  makes  sense,  whether  it  can 
be  simplified,  whether  there  is  a  way  to  combine  regulations  in  a 
way  that  would  make  the  examination  process  and  the  operations 
of  banks  more  efficient. 

Senator  Bond.  We  will  be  most  interested  to  work  with  the 
Comptroller  on  that.  We  believe  that  regulatory  reform  is  vitally 
important. 

Mr.  Chairman,  I  am  going  to  thank  the  Secretary  and  Mr.  New- 
man and  turn  it  back  to  you. 

The  Chairman.  Senator  Domenici. 

Senator  Domenici.  Mr.  Chairman,  thank  you  very  much. 

Mr.  Secretary,  I  handed  you  a  note  a  little  while  ago.  I  just  want 
to  put  my  compliments  on  the  record  and  then  ask  a  question. 
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You  indicated,  as  part  of  trying  to  rid  the  system  of  some  of  the 
very  lengthy  approval  processes,  that  you  are  going  to  remove  some 
of  the  layers  of  approval  with  reference  to  HUD  activities  from  the 
region  and  take  them  down  to  a  lower  level.  I  wanted  to  com- 
pliment you  on  it. 

There  is  nothing  more  frustrating  to  local  government  than  to  go 
through  local  bureaucratic  red  tape  and  then  end  up  having  to  go 
to  our  regional  office  and  go  through  it  again.  It's  very,  very  cum- 
bersome. 

But  I  also  wanted  to  say,  while  I  compliment  you,  I  hope  you  are 
aware  that  States  like  New  Mexico,  since  we  don't  have  a  class  A 
field  office,  would  not  be  able  to  handle  some  of  the  things  that  you 
are  now  envisioning  for  other  States.  So  that  may  be  the  impetus 
to  get  us  a  class  A  field  office  to  compliment  your  wonderful  effort 
so  we  can  do  our  work  right  there  in  New  Mexico. 

You  don't  have  to  comment,  but  I  would  note  that  you  are  smil- 
ing. 

[Laughter.] 

Secretary  ClSNEROS.  Senator,  let  me  say  a  word  about  it,  but  not 
in  the  New  Mexico  context  specifically.  There  are  two  benefits  to 
be  gained  by  removing  the  middle  layer,  the  regional  layer.  First, 
we  really  get  to  strengthen  our  field  offices  so  we  move  some  people 
who  are  in  the  regional  structure  to  field-related  responsibilities. 
That  is  to  say,  would  become  more  customer-oriented,  more  service- 
oriented,  more  retail-oriented,  more  outreach-oriented,  and  make 
these  field  offices  really  play  a  more  responsive  role.  So  there  is  a 
benefit  in  that. 

We  have  been  short-handed  of  people  in  key  positions  at  the  field 
level,  where  they  are  really  supposed  to  be  doing  the  job  and  touch- 
ing people's  lives. 

The  other  thing  is  we  removed  an  intermediary  level  of  review 
in  the  process.  And  so  it  is  a  win-win  proposition. 

I  might  say  that  one  of  the  ideas  on  the  table  would  be  to  build 
a  greater  capability  in  each  State  so  that  in  a  State  that  had  only 
one  office,  like  Albuquerque,  NM,  that  office  would  necessarily  be 
enhanced  as  a  result  of  this  change.  So  that  may  be  a  benefit  that 
we  weren't  intending  to  create  out  of  this. 

Senator  Domenici.  I  think  it's  a  wonderful  follow  through  on 
your  approach.  And  we  look  forward  to  the  Albuquerque  office 
being  strengthened. 

Now  I  want  to  talk  about  this  community  development  bank  pro- 
gram. I'm  very  supportive  but  somewhat  concerned. 

First,  Mr.  Secretary  and  Mr.  Newman,  I  believe  if  we  don't  focus 
this  program  we're  going  to  end  up  in  3  or  4  years  looking  back 
and  saying,  well,  it  didn't  do  the  job  and  we  would  have  missed  an 
opportunity.  Now,  today,  we've  heard  some  of  the  things  we  want 
it  to  do,  but  I  actually  hope  before  we're  finished  that  we  will  not 
try  to  make  this  a  program  to  solve  all  urban  ills.  Instead,  we 
should  decide  what  it  is  going  to  do  and  focus  it  on  something  very 
precise. 

If  it  is  to  get  capital  in  the  hands  of  developers,  business  people, 
homebuilders,  and  the  like,  it  seems  to  me  it  is  destined  to  be  irrel- 
evant and  just  a  little  tiny  blip  unless  the  leveraging  we're  talking 
about  is  leveraging  of  large  quantities  of  private  sector  money. 
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I  have  heard  a  couple  of  examples  of  leveraging  and  maybe  I 
heard  you  wrong,  Mr.  Secretary,  but  the  one  you  gave  was 
leveraging  Federal  monev. 

Secretary  Cisneros.  That's  correct. 

Senator  Domenici.  Frankly,  I  don't  believe  that's  going  to  work. 
I  think  it's  going  to  work  somewhat,  but  it's  not  going  to  work  as 
well  as  it  could. 

I  think  we  have  to  literally  ask  if  we  haven't — and  frankly,  it's 
as  much  my  job  as  it's  yours — the  banking  community,  those  who 
put  other  people's  money  in  play,  ask  them  with  a  community  de- 
velopment focus,  how  we  can  take  $200  or  $300  million  of  guaran- 
tees of  subsidies  or  whatever  to  get  not  just  $300  or  $400  million 
in  private  sector  money,  but  billions.  If  you  put  $300  million  into 
leverage  in  institutions  that  are  working  off  small  margins,  you  in- 
deed could  get  verv  huge  flows  of  private  sector  money. 

I'm  not  sure  we  re  there  yet  in  what  we've  provided  here.  I  don't 
think  it's  enough  to  train  community  development  lenders  and 
community  conscious  people  who  put  applications  together.  I  think 
they  have  to  be  putting  together  a  program  that  gives  them  a  natu- 
ral capability  of  going  after  private  sector  money.  I  agree  with  my 
friend  from  Utah. 

For  some,  it  may  sound  like  old  hat.  But  you  won't  get  the  pri- 
vate sector  involved  otherwise.  You  may  get  them  involved  in  meet- 
ings, running  a  few  special  projects  to  show  that  they're  interested. 
But  you  won't  get  them  involved  with  large  resources  unless  it  is 
a  business  deal.  And  there's  nothing  wrong  with  that. 

I  know  my  friend  Henry  Cisneros  knows  you  aren't  expecting 
banks  to  be  contributors.  You're  expecting  them  to  expand  and  ex- 
tend their  resources  in  a  banking  climate  for  these  areas. 

Could  I  stop  there  for  a  minute  and  ask  either  of  you  to  com- 
ment. And  then  I  have  a  couple  more  comments. 

Secretary  Cisneros.  I  would  like  to  take  a  crack  at  it.  And 
Frank,  I  am  sure,  would  like  to  continue. 

First  of  all,  let  me  say,  Senator,  that  I  think  one  of  the  things 
that  we  need  to  set  up  in  order  to  get  to  where  you  want  to  get 
is  an  infrastructure  of  community  financial  institutions.  You  see, 
the  goal  that  you  have  set  out  of  getting  large  sums  of  capital,  real- 
ly we  can't  get  there  from  here  without  creating  a  layer  of  institu- 
tions whose  owners  and  whose  managers  and  whose  boards  get  up 
every  day  with  the  idea  that  that's  exactly  what  they  need  to  do. 
They  need  to  create  openings,  they  need  to  create  opportunities, 
they  need  to  find  ways  to  linK  up  with  larger  capital,  and  so  forth. 

It's  the  classic  debate  between  do  we  do  these  things  top-down, 
big  institutions  somehow  doing  these  things  in  communities,  or  do 
we  really  empower  people?  Do  we  really  create  institutions,  people 
who  are  concerned  about  this,  starting  in  some  sense  of  community, 
bottom-up,  and  they  attract  that  kind  of  capital? 

Now,  why  would  they  attract  the  capital  of  large  institutions  to 
these  kinds  of  business  deals?  Because  we  have  the  additional  pres- 
sure of  the  CRA  which  the  banks  take  very  seriously.  So  there  is 
an  incentive,  a  positive  incentive,  hopefully,  to  reform  the  CRA 
guidelines  and  create  an  infrastructure,  a  network  of  community 
organizations  that  they  will  get  CRA  points  if  they  relate  with 
these  institutions. 
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I  don't  think  we're  disagreeing,  but  I  would  say  we  can't  get  to 
the  big  picture  that  you've  cited  without  an  intermediary  step.  And 
that  step  is  to  create  some  institutions,  some  people,  some  critical 
mass  of  experts  who  see  the  community  building  job  as  their  pri- 
mary mission. 

Senator  DOMENICI.  Mr.  Newman,  would  you  comment? 

Mr.  Newman.  Certainly,  Senator.  Let  me  just  try  to  give  a  con- 
crete example  that  might  address  this.  Hopefully,  I  think,  we're 
heading  in  the  same  direction.  But  here  is  an  example  that  might 
be  a  real  success  story. 

Suppose  we  had  a  group  of  investors  from  a  community  who 
wanted  to  build  a  community  development  bank  and  came  up  with 
$1  million  of  capital,  but  that's  not  enough,  really,  to  do  anything 
material.  They  had  a  good  plan,  had  the  proper  people  lined  up, 
came  to  the  fund  and  the  fund  put  up,  say,  another  $3  million  with 
the  understanding  that  another  $6  million  was  going  to  be  raised 
from  other  investors. 

The  $6  million  might  come  from  banks.  The  banks  who  made 
these  investments  would  get  credit  on  their  CRA  rating  for  doing 
that.  It  might  come  from  corporations  in  the  area.  We  then  have 
$10  million  of  capital.  That  $10  million  of  capital,  of  which  only 
three  was  provided  by  the  Government,  could  then  be  levered  with 
deposits  to  get  to  maybe  $100  million  of  loans  in  the  community. 

We  are  now  talking  about  a  $3  million  Federal  amount  of  money 
turning  into  $100  million  in  the  community.  That's  a  real  success 
story.  But  that's  the  kind  of  thing  we'd  like  to  head  toward. 

The  Chairman.  Would  you  yield  at  that  point  for  one  observa- 
tion? And  we'll  hear  on  the  next  panel  some  non-profit  outside 
players  who  do  exactly  that,  who  come  in  and  help  put  this 
layering  together.  Because  if  you  don't  layer  it,  if  you  don't  have 
this  network  of  serious  participants  where  you  put  it  together  so 
it  can  work,  it's  a  pipe  dream. 

The  fact  is  now  we've  got  some  working  experience  where  serious 
players  are  coming  in  on  a  participatory  basis  like  that.  If  we've 
got  a  mechanism,  there's  a  way  to  make  this  work. 

Thank  you  for  yielding. 

Senator  DOMENICI.  Mr.  Secretary,  let  me  comment  on  the  need 
for  an  infrastructure.  I  don't  disagree  at  all.  I  think  we  should  be 
worried  about  giving  the  infrastructure  the  tools  in  the  legislation 
to  multiply  their  efforts  in  terms  of  getting  resources.  That  ought 
to  be  ascertainable  by  asking  those  who  are  doing  it  and  succeeding 
and  those  who  are  doing  it  and  failing.  And  there  ought  to  be  some- 
thing interwoven  in  this  that  would  tell  us  how  we  can  better  le- 
verage on  the  private  sector. 

Secretary  Cisneros.  I  couldn't  agree  more.  Senator.  I  think  you 
are  precisely  correct.  I  think  they  do  have  ideas  about  that. 

I  understand,  for  example,  that  this  industry  as  it  exists  today, 
which  is  small,  thin  as  I  said  before,  is  currently  capitalized  at 
about  $700  million,  most  of  it  raised  from  within  communities  and 
its  constituencies.  And  they've  been  able  to  extend  more  than  $2 
billion  in  loans.  So  they  are  in  the  business  of  leveraging  up  to  get 
other  capital.  What  we  need  to  do  is  make  it  possible  for  them  to 
do  that  on  a  more  consistent  basis. 
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Senator  Domenici.  Mr.  Chairman,  since  I  cannot  be  here  for  the 
other  witnesses,  is  there  an  appropriate  witness,  and  if  not  would 
you  consider  having  the  committee  make  inquiry,  to  ask  some  of 
those  community  development  entities  that  have  just  been  de- 
scribed as  $2  billion  worth  of  business:  What  are  the  kinds  of  loans 
they  are  making?  What  do  they  do? 

It  may  be  that  if  they  found,  by  the  process  of  elimination,  that 
they're  not  doing  the  kind  of  things  they  think  they  ought  to  be 
doing  either 

The  Chairman.  If  you  will  permit,  it's  interesting,  I  just  spent  2 
days  in  Michigan  with  one  of  our  next  witnesses,  that's  Paul 
Grogan,  where  they've  been  doing  this  very  thing. 

If  I  may,  I'm  just  going  to  invite  him  to  just  come  up  for  a  minute 
and  answer  that  question  directly. 

Paul,  do  you  want  to  come  up  and  do  that  and  explain,  if  you 
would,  how  the  private  sector  money  sources  that  you've  assem- 
bled, which  include  a  number  of  major  corporations  in  the  country, 
in  effect  respond  directly  to  the  issue  Senator  Domenici  is  raising, 
which  is  just  as  keenly  important  to  me  as  well. 

Senator  Domenici.  Mr.  Chairman,  before  we  do  that,  Paul  would 
you  just  stay  there? 

Let  me  just  make  a  couple  more  observations  for  our  Government 
witnesses. 

The  Chairman.  Sure. 

Senator  Domenici.  In  my  very  brief  opening  remarks  I  indicated 
some  concern  about  the  myriad  of  programs  out  there  that  attempt 
to  address  this  issue  and  apparently  aren't.  Let  me  just  give  you 
an  example. 

With  reference  to  small  business,  I  really  believe  that  minority 
businesses  and  women-owned  businesses  that  are  small  and  really 
energized  by  self-involvement,  I  think  they  will  probably  tell  us 
that  there  are  no  tools  to  really  help  them.  Now,  that  the  Small 
Business  Administration  does  not  have  the  capacity  nor  the  exper- 
tise to  help  them,  let  me  just  put  it  on  the  record  right  now. 

If  you  ask  the  Small  Business  Administration  how  they  help  up- 
start minority  companies,  they'll  tell  you  they  have  SCORE.  I've 
got  to  tell  you  I  met  with  at  least  100  minority  businesses  in  New 
Mexico,  including  women,  and  they  say  SCORE  is  useless  to  them. 
Useless.  These  are  people  that  don't  even  understand  the  startup 
of  little  companies  and  they  don't  know  where  to  go  for  the  kind 
of  help  they  need. 

Now,  why  do  I  say  that?  Because  it  seems  to  me  we  ought  to, 
and  you,  Mr.  Secretary,  ought  to  look  and  see  if  there  are  tools 
available  for  the  small  business  startup  groups  that  want  to  get 
businesses  going.  I'm  going  to  go  to  the  other  extreme  where,  a 
while  ago,  I  spoke  of  getting  big  money  in  for  building  things.  I 
think  there's  a  desperate  need  for  getting  little,  tiny  money  in  to 
microbusinesses  in  areas  we're  talking  about.  And  it's  not  $5  mil- 
lion loans,  it's  a  $50,000  loan. 

The  Chairman.  Or  even  less. 

Secretary  CiSNEROS.  $15,000. 

Senator  Domenici.  And  they  are  succeeding. 
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Anybody  that  tells  us  they're  bad  risks — actually,  the  smaller  the 
loan,  interestingly  enough,  the  better  performance.  We  don't  have 
a  way  of  really  helping  tnere  either. 

There  are  a  few  funded  entities  in  each  State.  We  have  one  in 
New  Mexico.  Their  whole  business  is  micro  loans  to  minorities.  It's 
turned  out  to  be  principally  women  in  New  Mexico.  I  think  that 
must  be  part  of  this  portfolio.  We  have  to  evaluate  the  resources 
that  are  available.  Would  vou  address  that  point  briefly?  Then  I 
will  certainly  yield  to  the  Cnairman's  suggestion. 

Mr.  Newman.  Senator,  I've  got  a  note  here  on  your  concern.  And 
one  of  the  first  things  I  wanted  to  do  is  talk  with  Erskine  Boles 
who  is  the  new  head  of  the  SBA. 

Senator  Domenici.  He's  doing  a  good  job. 

Mr.  Newman.  I'll  pass  that  on  to  him.  But  I'll  also  pass  on  to  him 
your  experience  and  the  concern  about  SCORE  and  we  will  see 
what  we  can  do  about  that.  We  clearly  want  to  make  this  program 
and  the  SBA  more  responsive  to  the  needs  that  you  are  mention- 

Another  thing  we  are  working  on,  I  don't  yet  have  anything  con- 
crete to  propose,  but  you  should  know  at  least  that  we  are  address- 
ing it,  is  the  need  for  vehicles  for  providing  equity  capital  for  small 
businesses.  Because  we  are  addressing  primarily  lending,  which  is 
very  important,  but  the  mechanisms  for  making  sure  that  flows  of 
funds  throughout  the  country  provide  equity  capital  as  needed  for 
small  businesses  need  some  attention.  And  we  will  be  addressing 
them. 

The  Chairman.  Actually,  the  community  development  bank  con- 
cept was  designed  to  get  us  precisely  in  the  connecting  link  to  those 
small  entrepreneurs  Senator  Domenici  is  talking  about  that  I  find 
in  Michigan,  too.  You've  got  an  idea.  Get  something  going  that 
started  on  a  shoestring.  They  need  the  $10,000,  $15,000,  $20,000, 
$25,000  loan. 

Today,  for  the  most  part,  nobody  is  interested.  And  they  don't  get 
up  on  the  radar  screen.  But  they  would  get  up  on  the  radar  screen 
with  what  we're  talking  about  here. 

I  wonder  if  we  could  have  Paul  Grogan  do  that  and  Jeremy 
Nowak  is  here  as  well,  and  maybe  should  come  up  just  so  we  get 
both  statements  on  the  very  point  that  Senator  Domenici  is  raising, 
if  you  would.  I  think  it  is  so  relevant  to  what  we're  trying  to  do 
here. 

Mr.  Grogan.  Thank  you,  Mr.  Chairman. 

Senator  Domenici,  the  question  you  asked  was  reallv  about  lever- 
age. In  my  mind,  this  bill  is  overdue  recognition  of  the  developing 
infrastructure  of  nonstandard  lenders  for  profit  and  non-profit 
lenders  that  have  grown  up  around  the  country  and  representing 
a  developing  infrastructure  technology  and  talent  that  do  just  this 
thing. 

Local  Initiatives,  which  I  had,  was  founded  by  the  Ford  Founda- 
tion about  14  years  ago.  In  that  course  of  time,  we  have  raised 
about  $1  billion  from  over  a  thousand  corporate,  foundation, 
church,  and  individual  contributors.  We  have  put  that  money  out 
in  loans  and  equity  investments  to  grass  roots  organizations  doing 
housing  and  economic  development  in  distressed  urban  commu- 
nities. 
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A  whole  technology  of  using  softer  money  or  alternative  financing 
to  leverage  real,  mainstream  capital  has  really  developed  very  rap- 
idly in  this  country.  Among  our  biggest  supporters  are  mainstream 
banking  institutions  like  the  Bank  of  America,  for  instance,  that  re- 
alize without  the  nonstandard  alternative  financing  that's  very 
local,  very  community  based,  the  opportunities  for  real  financing 
will  not  be  manufactured. 

The  average  leverage  on  our  nonstandard  below-market  loans, 
made  mostly  to  housing  and  commercial  real  estate  projects  in  the 
inner  city,  is  about  1:8.  Every  dollar  we  put  out  leverages  another 
$8,  and  much  of  that  is  mainstream  bank  financing. 

They're  very  eager  to  have  these  opportunities,  but  they're  not 
being  manufactured  fast  enough.  This  bill  will  directly  support  the 
expansion  of  what  is  already  admittedly  a  developing  infrastruc- 
ture of  alternative  financing  vehicles  like  the  Delaware  Valley 
Community  Loan  Fund  that  are  going  to  manufacture  lending  op- 
portunities for  mainstream  institutions.  It's  the  real  bridge  that  we 
need  to  have. 

The  Chairman.  Do  you  want  to  go  ahead  and  add  to  that,  Mr. 
Nowak? 

Mr.  Nowak.  Yes.  I  think  there  are  two  answers.  They  were  both 
touched  on.  Let  me  just  reiterate. 

The  first  is  that  this  bill  recognizes,  as  Paul  Grogan  just  said, 
that  there  has  been  an  existing,  ongoing  process  of  leverage,  in 
fact,  without  any  Federal  support  over  the  last  15  to  20  years.  This 
infrastructure,  this  nascent  infrastructure  has  emerged  and  is  vi- 
brant and  is  a  good  performer. 

I  can  take  the  example  of  our  own  institution,  which  has  a  $12 
million  loan  fund.  We've  raised  from  500  social  investors  close  to 
$12  milHon  in  the  last  8  years  and  have  not  used  any  public  sub- 
sidy whatever. 

We've  loaned  that  money  and  leveraged  double  and  triple  that 
capital.  But  I  think  that  even  more  importantly  is  recognition  of 
the  use  of  even  small  amounts  of  public  subsidy  in  a  program  like 
this. 

If  we  get  back  to  the  example  that  is  used  all  the  time  of  South 
Shore  Bank,  which  is  a  wonderful  institution,  an  institution  Fve 
learned  a  lot  from,  if  you  looked  at  the  original  money  Senator 
Bennett  on  a  couple  of  different  occasions  has  talked  about  how  he 
would  like  to  get  rich  from  investing  in  South  Shore  Bank. 

The  reality  is  that  in  those  first  couple  years  he  would  not  have 
gotten  rich  making  preferred  or  common  stock  investments  in 
South  Shore  Bank.  What  they  needed  was  a  few  million  dollars  of 
extraordinarily  patient  equity.  They  got  it  mostly  from  social  inves- 
tors, from  foundations,  from  religious  institutions,  from  particular 
individuals.  But  it  was  that  very  patient,  well-targeted  few  million 
dollars  that  was  well  managed  with  both  a  set  of  social  objectives 
and  an  understanding  of  how  to  run  a  financial  institution  which 
has  now  mushroomed  into  a  performing  bank  holding  company 
that  has  been  able  to  lend  and  invest  both  debt  and  equity  invest- 
ments of  hundreds  of  millions  of  dollars  over  the  last  25  years. 

So  I  think  it  is  not  what  do  you  do.  The  $60  million,  we  would 
love  to  have  more  than  the  $60  million  in  year  one.  But  even  a 
well-targeted  use  of  that  $60  million,  using  it  for  extraordinarily 
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patient  equity,  would  do  wonders  for  organizations  like  LISC,  the 
Delaware  Valley  Community  Reinvestment  Fund,  South  Shore 
Bank,  or  the  banks  that  would  be  modeled  after  South  Shore  Bank. 

Senator  DOMENICI.  Could  I  ask  you  a  followup  question?  You're 
suggesting  that  the  seed  money,  the  patient  investment,  if  I  read 
you  right,  has  got  to  have  a  different  quality  of  commitment  than 
a  right  up  front,  market-intended  source  of  funds;  is  that  correct? 

Mr.  NOWAK.  Well,  it  is  and  it  isn't.  It  should  be  disciplined.  It 
should  be  financially  disciplined.  That  is,  in  other  words,  this  is  a 
program  that  we  would  hope  would  be  a  performance-based  pro- 
gram, would  reward  existing  performers,  and  would  only  look  to- 
ward future  performers.  It  would  not  be  designed  as  an  entitle- 
ment, because  you  categorically  meet  some  institutional  specifica- 
tions. So  that  it's  got  to  be  disciplined  from  the  financial  perspec- 
tive. But  to  leverage  private  sector  money,  it  would,  I  think,  take 
subordinate  positions  from  a  security  perspective. 

Senator  Domenici.  Do  either  you  or  Paul  have  any  observations 
as  to  the  socially  conscious  money  that  goes  in  up  front?  What  do 
they  use  as  criteria  for  success? 

The  Chairman.  Paul,  why  don't  you  take  a  whack  at  that.  Maybe 
you'll  both  want  to  comment. 

Mr.  Grogan.  In  our  case,  and  we  have  developed  our  institution 
the  same  way,  which  is  aggregating  foundation  contributions  that 
became  the  net  worth  of  the  organization  which  we  then  went  out 
and  leveraged.  They're  looking  for  leverage  in  terms  of  dollars  and 
the  productivity  of  the  institution. 

miat  people  look  at  is  how  much  money  we  are  putting  on  the 
street,  and  what  the  direct  economic  and  housing  activity  that  re- 
sults from  us  is.  That  is  what  our  own  board  and  our  investors  are, 
believe  me,  extremely  interested  in,  and  rather  punishing  in  their 
standards. 

Senator  Domenici.  I  guess  the  reason  I  asked  it,  and  I  ask  this 
to  the  Secretary  also,  is  there  any  reason  we  should  ask  less  of  our 
money  than  you've  just  described? 

Mr.  Grogan.  Absolutely  not. 

Senator  Domenici.  So  we  ought  to  have  some  clearing  criteria 
that  if  our  money  is  going  in,  it  will  go  in  under  the  same  basis 
that  the  non-Grovernment  money  has  been  going  in,  in  an  effort  to 
be  leveraged.  But  it's  socially  conscious,  nonetheless,  it  seeks  per- 
formance. 

Mr.  NowAK.  In  particular  instances,  you  may  want  to  use  public 
money,  as  we  do  all  the  time,  to  subordinate  its  interests  as  part 
of  the  process  of  leverage.  But  it  should  still  demand  discipline  and 
performance  from  its  investments  the  same  way  Paul's  investors  do 
and  the  same  way  our  investors  do. 

The  Chairman.  If  I  could  just  add  a  point,  if  we  don't  do  it  that 
way,  it's  not  going  to  work.  I  think  we're  exactly  on  the  same  wave- 
len^h.  But  we're  not  starting  from  scratch  because  we  have  now 
had  a  good  20  years'  worth  of  experience  of  people  who  have  been 
out  there  and  have  had  to  crack  this  rock  and  actually  meet  tough 
performance  standards  and  to  demonstrate  it  can  be  made  to  work. 

But  now  we  are  to  the  point  that  if  we  don't  parlay  that  carefully 
and  to  the  extent  that  we  can  with  very  tough  performance  stand- 
ards, in  a  sense  we  are  going  to  default  on  the  opportunity  we  had 
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to  try  to  have  a  broader  impact  and  try  to  get  ahead  of  some  of 
these  trend  lines  that  are  swamping  us. 

But  the  performance  standards  are  critical.  I  wouldn't  support  it 
without  the  performance  standards  because,  you  know,  I  wouldn't 
have  any  guarantee  that  it  would  work. 

Mr.  Grogan.  If  I  could  just  add  something,  Mr.  Chairman.  This 
idea  has  received,  as  Jeremy  was  saying,  really  a  huge  and  exhaus- 
tive field  test  already.  And  it  is  really  unfortunate  that  this  is  not 
widely  known. 

The  work  of  these  kinds  of  institutions,  the  grass  roots  end  users 
of  the  funds,  what  they  are  accomplishing  in  some  of  the  most  dev- 
astated areas  of  the  country,  if  more  people  knew  about  this,  there 
would  be  a  great  deal  more  optimism  and  less  skepticism  about 
this  particular  proposal  because  it  has  received  an  exhaustive  dem- 
onstration in  our  view. 

Senator  Domenici.  Mr.  Chairman,  I  was  finished  other  than  to 
offer  an  observation  to  the  Secretary  and  the  Assistant  Secretary 
of  the  Treasury. 

Frankly,  I  don't  think  you  and  the  Secretary  should  plan  this 
amount  of  money  in  program  authority  that  we'd  be  planning.  You 
ought  not  to  plan  it  with  "budgetese"  in  mind.  But  you  might  know 
there  is  a  leveraging  potential  in  this  system  to  get  a  lot  more 
money  put  out  there  if  you  have  guarantees.  That  just  happens  to 
be  the  case. 

In  other  words,  you  get  charged  the  subsidized  rate  of  the  guar- 
antee versus  the  entire  amount  if  you  do  some  of  the  other  out-of- 
pocket  expenditures.  So  I  think  that  ought  to  be  looked  at  in  terms 
of  how  we  can  leverage  the  money  we  put  in  to  a  much  larger  ex- 
tent. 

Three  hundred  can  turn  into  a  few  billion  if  it's  subsidized  loans 
as  compared  with  just  straight  spending  $381  million  program- 
matically.  And  I  would  hope  you  would  look  at  that.  I  think  it 
would  be  helpful  to  you  all  and  it  would  be  helpful  to  us  to  know 
how  big  the  program  could  be  if  successful. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  I  think  that's  a  critical  selling  point.  Without  the 
multiplier  effect  and  the  ability  to  meet  the  test  of  other  money 
elsewhere  that  builds  it  up  and  levers  it  in,  levers  it  up,  the  whole 
concept  reallv  rests  on  that  working  properly. 

Senator  D  Amato  has  joined  us  and  has  a  very  keen  interest  in 
every  manner  of  economic  development. 

We  talked  earlier,  Senator  D'Amato,  before  you  came,  about  your 
initiative  on  the  secondary  market  for  small  business  loans,  to  try 
to  pump  the  capital  in  in  greater  amounts  in  that  area.  So  we  have 
gone  in  and  out  of  this  discussion.  But  I  wanted  you  to  know  that 
that  part  of  it  has  been  part  of  the  general  discussion  within  the 
context  of  the  presentation  the  Secretary  has  made  here. 

OPENING  COMMENTS  OF  SENATOR  ALFONSE  M-  D'AMATO 

Senator  D'Amato.  Mr.  Secretary,  as  everyone  knows,  first  of  all, 
I  would  like  to  welcome  both  you  and  Under  Secretary  Newman. 
This  hearing  is  no  accident.  It's  the  third  hearing  that  the  commit- 
tee has  held  on  Community  Development  Financial  Institutions.  It 
is  an  acutely  important  issue,  and  I  would  hope  that  the  commit- 
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tee's  focus  on  this  issue  reflects  a  bipartisan  acknowledgement  of 
the  need  to  make  capital  available  to  distressed  communities.  That 
is  absolutely  critical.  And  I  look  forward  to  working  with  you  in  a 
bipartisan  way  in  this  area. 

I  certainly  have  some  concerns  with  some  of  the  specifics  of  this 
bill,  but  I  think  we  can  deal  with  them.  One  issue  that  we  must 
look  at,  though,  is  administrative  expenses  allowed  under  this 
plan.  The  bill  provides  up  to  $10  million  per  year  of  appropriated 
funds  for  administrative  expenses.  I  think  that  is  inordinately  high. 
That  would  come  to  more  than  10  percent  for  administration.  That 
doesn't  jibe. 

By  contrast,  the  Office  of  Federal  Housing  Enterprise  Oversight, 
which  oversees  Fannie  Mae  and  Freddie  Mac,  asked  for  something 
like  $10.7  milHon.  And  their  initial  request  was  $5,742  million. 
They've  asked  for  $10.7  million.  I  don't  know  whether  we  will  give 
it  to  them.  But  the  fact  of  the  matter  is  you're  talking  about  an  of- 
fice that  oversees  multi-billion  dollar  enterprises.  I'm  concerned 
that  this  bill,  as  constituted,  would  create  a  new,  cumbersome  bu- 
reaucracy. 

If  we're  looking  to  set  up  a  hiring  hall,  we  shouldn't  be;  $10  mil- 
lion a  year  is  too  much.  Put  the  money  into  the  program.  The 
money  must  be  loaned,  and  must  get  into  these  distressed  commu- 
nities. 

Mr.  Newman.  Senator,  just  a  brief  response.  We  agree.  You  con- 
veyed this  concern  before.  We've  thought  about  it  very  seriously 
since,  and  we  agree  it  can  and  should  be  done  for  less  administra- 
tive expense. 

Senator  D'Amato.  Then  we  are  in  agreement.  I  hope  that  we  can 
work  together  to  get  a  sound  and  efficient  program  up  and  running 
as  soon  as  possible,  so  we  can  make  monies  available  to  credit- 
starved  communities. 

Now,  I  want  to  address  another  issue  related  to  credit  availabil- 
ity— small  business  loan  securitization.  I  want  to  get  some  life  into 
this  issue.  We  need  a  bipartisan  effort  to  get  legislative  action  on 
our  secondary  markets  bill. 

All  parties  involved  have  really  gone  the  extra  step.  The  adminis- 
tration has  moved,  the  regulators  have  moved,  and  we've  resolved 
most  of  the  remaining  concerns.  If  we  want  to  create  jobs,  we've  got 
to  make  capital  available  to  the  engines  of  job  creation.  That  en- 
gine available  is  small  business. 

Now,  let  me  suggest  to  all  of  you — and  you  may  have  better  anec- 
dotal evidence — that  when  the  best  of  small  businesses  are  having 
a  difficult,  if  not  impossible,  time  getting  credit,  there  is  something 
wrong  with  our  financial  system.  I'm  not  talking  about  marginal 
businesses;  I'm  talking  about  businesses  that  show  a  profit  year 
after  year.  By  way  of  example,  I  know  of  one  businessman  who  des- 
perately needs  capital  because  his  business  has  just  won  a  bid  to 
supply  merchandise  to  one  of  the  biggest  chains  of  stores  in  Amer- 
ica. And,  guess  what?  He  can't  get  the  necessary  credit  to  produce 
his  merchandise.  He  now  needs  to  produce  merchandise  in  much 
greater  volume,  and  expand  production,  and  he  has  a  bank  official 
who  says  to  him,  "well,  maybe  you're  expanding  too  quickly," 

He  loses  that  account.  The  result — somebody  else  picks  up  the 
contract,  maybe  a  foreign  supplier,  and  there  is  no  job  growth. 
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I'll  give  you  another  example.  The  most  successful  hardware  op- 
eration for  marina  supplies  on  Long  Island,  in  my  home  State,  had 
a  terrible  time.  They  made  a  profit  every  single  year,  20  years  in 
a  row.  This  business  can't  get  a  loan.  Why?  Because,  for  various 
reasons,  certain  banks  don't  want  the  bother  of  carrying  the  loan 
on  their  books.  They  don't  want  to  set  aside  the  reserve.  They  can 
do  much  better. 

I  relate  these  anecdotes  in  order  to  make  a  point — ^let's  finish  the 
job.  Let's  close  the  loop  on  this  legislation.  Let's  see  if  we  can  get 
a  secondary  market  going  so  the  banks  can  sell  small  business 
loans,  just  as  they  can  sell  mortgages,  car  loans,  and  credit  card 
loans. 

I'm  not  going  to  go  further.  I  will  tell  you,  though,  I  am  reaching 
the  frustration  point.  You  don't  need  that. 

[Laughter.] 

I've  been  pretty  cooperative.  I  need  some  cooperation. 

Thank  you. 

The  Chairman.  Let  me  just  say,  we're  going  to  have  a  hearing 
on  precisely  that  subject  tomorrow  morning  in  this  room. 

Senator  D'Amato.  Are  you  going  to  be  here? 

The  Chairman.  I  sure  am. 

Senator  D'Amato.  So  you  already  know  what  I'm  going  to  say  to- 
morrow. 

[Laughter.] 

The  Chairman.  You've  got  a  friend  here  in  the  Chairman.  And 
so,  that's  tomorrow's  order  of  business.  So  that's  right  in  the  center 
of  the  radar  screen.  So  that's  a  joint  voice  that's  speaking  on  that 
question. 

Gentlemen,  you've  been  very  patient  here.  And  unless  Senator 
D'Amato  has  other  questions  for  the  Secretaries,  I'm  going  to  ex- 
cuse them  and  invite  our  other  two  panelists  up  to  join  the  two 
that  have  come  to  the  table. 

Thank  you  very  much.  We  appreciate  the  initiative  and  the  testi- 
mony this  morning. 

As  people  are  moving  around  the  room,  given  the  lateness  of  the 
hour,  I  want  to  go  ahead  and  be  heard  over  the  noise  and  introduce 
again  our  second  panel. 

Jeremy  Nowak  has  already  spoken,  of  course.  He  serves  as  the 
executive  director  of  the  Delaware  Valley  Community  Reinvest- 
ment Fund.  He  is  representing  the  Community  Development  Fi- 
nancial Institutions  Coalition  for  Philadelphia. 

I  want  to  say  that  Senator  Wofford  wanted  to  be  here  to  intro- 
duce you,  Mr.  Nowak.  He  has  a  scheduling  conflict  that  makes  that 
impossible.  He  sent  a  statement  for  the  record  and,  without  objec- 
tion, I  will  make  it  now  a  part  of  the  record. 

PREPARED  STATEMENT  OF  SENATOR  HARRIS  WOFFORD 

Mr.  Chairman  and  Members  of  the  committee,  I  am  pleased  to  have  this  onpor- 
tunity  to  introduce  Mr.  Jeremy  Nowak,  executive  director  of  the  Delaware  Valley 
Community  Reinvestment  Fund  of  Philadelphia. 

Mr.  Nowak  directs  one  of  the  most  exemplary  Community  Development  Financial 
Institutions  in  the  United  States.  Established  in  1985,  the  Delaware  Valley  Conrunu- 
nity  Reinvestment  Fund  manages  over  $10  million  in  capital  from  550  individual 
and  institutional  social  investors.  The  fund  has  approved  and  monitored  210  hous- 
ing and  economic  development  loans  totaling  $12  million  in  the  Philadelphia  area. 
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And  the  fund  isn't  a  passive  source  of  capital  allowing  borrowers  to  fail.  It  pro- 
vides extensive  technical  and  business  planning  assistance  to  all  borrowers.  And  to 
date,  the  fund  has  had  no  defaults  and  no  investor  has  lost  a  dollar. 

This  success  is  all  the  more  impressive  when  you  consider  that  the  fund  works 
where  others  often  do  not  tread.  It  provides  capital  to  neighborhoods  and  organiza- 
tions that  traditionally  have  had  limited  access  to  debt  financing. 

To  expand  the  availability  of  capital  to  distressed  communities,  the  administra- 
tion has  proposed  the  Community  Development  Banking  and  Financial  Institutions 
Act.  During  your  consideration  of  this  important  legislation,  you  will  be  well  served 
by  listening  to  Mr.  Nowak's  counsel. 

The  Chairman.  Deepak  Bhargava  is  a  very  important  figure  in 
this  area  as  well.  He  serves  as  the  legislative  director  of  ACORN. 
He  is  here  not  only  representing  that  organization  but  the  Center 
for  Community  Change,  Consumers  Union,  Consumer  Federation 
of  America,  and  the  National  Council  for  La  Raza.  You  get  a  broad 
pair  of  shoulders  and  you  can  carry  a  lot  on  there. 

Paul  Grogan  has  already  been  introduced.  He  serves  as  president 
of  Local  Initiative  Support  Corporation,  LISC,  as  it's  called,  based 
in  New  York  City.  I  want  to  say  again,  I  appreciate  your  initiatives 
in  my  home  State  of  Michigan  and  throughout  the  country. 

And  then,  finally,  Mr.  James  Chessen,  who  is  chief  economist  for 
the  American  Bankers  Association. 

Gentlemen,  we're  going  to  make  your  full  statements  a  part  of 
the  record  and,  since  we  ve  already  gotten  a  bit  into  part  of  that 
discussion  with  Senator  Domenici,  Mr.  Nowak,  why  don't  you  go 
ahead  and  summarize  so  that  we  retain  as  much  time  as  we  can. 

We'd  like  your  comments  now. 

STATEMENT  OF  JEREMY  NOWAK,  EXECUTIVE  DIRECTOR, 
DELAWARE  VALLEY  COMMUNITY  REINVESTMENT  FUND,  ON 
BEHALF  OF  THE  COMMUNITY  DEVELOPMENT  FINANCIAL  IN- 
STITUTIONS COALITION,  PHILADELPHIA,  PA 

Mr.  NowAK.  Mr.  Chairman,  distinguished  Members  of  the  Com- 
mittee on  Banking,  Housing,  and  Urban  Affairs,  my  name  is  Jer- 
emy Nowak,  executive  director  of  the  Delaware  Valley  Community 
Reinvestment  Fund,  a  $12  million  financial  intermediary  based  in 
Philadelphia.  I  am  also  chairman  of  the  board  of  the  National  Asso- 
ciation of  Community  Development  Loan  Funds,  which  represents 
some  42  organizations  around  the  country  that  are  similar  to  my 
organization. 

I  am  here  today,  really,  on  behalf  of  the  Coalition  of  Community 
Development  Financial  Institutions,  which  represents  some  300 
CDFI's  of  various  types  and  sizes  in  42  States,  in  Puerto  Rico  and 
American  Samoa  and  Washington,  DC. 

We  applaud  the  legislation's  vision.  We  think  the  vision  is  an  im- 
portant one  for  several  reasons.  First  of  all,  it  includes  a  full  range 
of  CDFI's  that  allows  them  to  address  the  full  range  and  diversity 
of  credit  needs.  It  builds  on  existing  infrastructure.  It  fosters  the 
development  of  new  CDFI's,  and  provides  financial  assistance  as 
equity  or  net  worth,  operating  grants,  and  debt  capital  into  CDFI's, 
and  it  tries  to  use  a  performance-based  system  in  its  investments. 

While  there  are  aspects  of  Senate  Bill  1275  that  fall  short  of 
what  our  experience  tells  us  works,  we  have  offered  in  this  testi- 
mony some  comments  and  will  continue  to  offer  those  comments  as 
asked. 
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We  also  think  that  the  vision  of  this  bill  embodies  sound  public 
policy  principles.  It  builds  on  private  and  voluntary  success,  as 
Paul  Grogan  said.  This  is  a  well  field  tested  endeavor.  We've  got 
15  or  20  years  experience  now,  quite  frankly,  in  the  absence  in 
many  instances  of  public  policy,  with  respect  to  what  works  and 
what  doesn't  work. 

Second,  it  integn^ates  social  values  and  sound  business  practices 
and  it  views  low-income  neighborhoods,  not  only  as  places  of  need, 
but  as  places  of  capacity,  power,  and  potential.  I  think  much  of 
what  Secretary  Cisneros  spoke  about  addressed  that. 

CDFI's,  as  I  said,  represent  a  broad  range  of  different  kinds  of 
institutions,  community  development  banks  like  South  Shore  or  the 
Self  Help  Credit  Union  in  North  Carolina,  community  development 
corporation  based  lenders  and  investors,  community  development 
loan  funds,  community  development  credit  unions,  venture  funds, 
and  microdevelopment  loan  funds. 

We  measure  our  success  not  only  by  the  economic  gains  in  the 
neighborhoods  and  in  the  districts  that  we  work,  but  we  see  our- 
selves as  part  of  the  process  of  rebuilding  the  civic  infrastructure 
of  voluntary  organizations,  businesses,  social  services,  and  housing. 

There's  been  a  lot  of  talk  about  this  bill  and  we  would  like  to 
spend  a  little  time  in  the  testimony  and  in  my  comments  talking 
about  a  few  issues  in  particular. 

First  of  all,  the  relationship  between  CDFI's  and  conventional 
lenders,  and  second,  the  relationship  between  the  CDFI  bill  and 
the  Community  Reinvestment  Act. 

CDFI's  and  conventional  lenders,  such  as  banks,  bank-sponsored 
CDC's,  and  savings  and  loans,  have  historically  worked  very  closely 
together.  These  relationships  are  evolving  and  they're  growing 
steadily  stronger.  CDFI's  are  often  viewed  as  the  bridges  between 
conventional  lenders  and  unconventional  borrowers.  They  help  cre- 
ate new  borrowers  and  they  open  up  new  markets  for  conventional 
lenders  while  providing  borrowers  with  access  to  previously 
unreachable  sources  of  capital  and  credit. 

An  organization  such  as  mine  has  received  as  much  as  15  per- 
cent of  our  loan  pool  from  bank  investments.  Approximately  one 
out  of  every  five  loans  that  we  make  is  in  participation  with  a  con- 
ventional bank  where,  usually  in  a  subordinate  position,  that  al- 
lows that  bank  to  make  the  loan.  We  now  have  organized  participa- 
tion pools  where  we,  in  essence,  lend  the  bank  money  for  the  banks 
and  we're  doing  this  in  some  of  the  most  distressed  parts  of  our 
area,  particularly  one  recent  one  that  we've  opened  up  in  Camden, 
New  Jersey. 

The  example  of  our  institution,  our  CDFI,  and  its  relationship  to 
banks  is  not  uncommon.  If  you  look  at  the  work  of  the  Self  Help 
Credit  Union  in  North  Carolina,  the  Low  Income  Housing  Fund 
based  in  San  Francisco,  their  work  in  Los  Angeles,  New  York,  and 
San  Francisco,  you  would  find  a  similar  situation. 

Recently,  for  example.  Citibank  provided  a  $1  million  grant  out 
of  the  charitable  contributions  department  with  the  National  Asso- 
ciation of  Community  Development  Loan  Funds  to  try  to  strength- 
en the  network  and  performance  of  CDFI's  in  their  network  be- 
cause it  understood  that  for  their  bank  to  do  a  better  job  of  meeting 
its  CRA  obligations  and  making  an  affirmative  effort  to  serve  the 
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communities  that  it  takes  deposits  from,  it  needed  to  rely,  in  part, 
on  a  strong  infrastructure  of  intermediary  organizations,  the  kind 
of  infrastructure  that  Secretary  Cisneros  spoke  about.  And  it's  the 
kind  of  infrastructure  that  I  think  is  envisioned  in  this  bill. 

The  close  and  evolving  relationship  between  CDFI's  and  conven- 
tional lenders  holds  promise  in  our  mind  for  America's  rural  and 
urban  areas.  We  support  and  applaud  conventional  lending  pro- 
grams that  bring  credit  and  hope  to  low-income  communities,  mi- 
norities, and  underserved  markets.  Because  we  are  realists,  we  rec- 
ognize that  the  Community  Reinvestment  Act  has  caused  fun- 
damental changes  in  the  organizational  and  credit  cultures  of  many 
conventional  financial  institutions  and  has  helped  focus  from  the 
community  development  perspective  their  lending  activity. 

We  also  recognize  that  some  conventional  financial  institutions 
do  an  admirable  job  of  serving  those  markets.  But  let  me  be  clear, 
we  do  not  see  any  reason  or  any  justification  for  opening  the  CDFI 
program,  as  some  have  suggested,  to  financial  institutions  whose 
primary  mission,  as  reflected  in  the  performance  and  character  of 
their  portfolios,  is  not  organized  around  community  development. 
And  we  would  suggest  some  kind  of  a  litmus  test.  Perhaps  75  per- 
cent of  that  portfolio  ought  to  be  organized  around  community  de- 
velopment. 

For  the  many  wonderful  bank-sponsored  CDC's — Bank  of  Amer- 
ica has  one — Chemical  and  many  others  of  the  large  banks  have 
them,  their  ability  to  reach  underserved  markets  is  not  because  of 
a  lack  of  money.  And  I  would  quote  from  a  recent  comment  that 
Mike  Mantle  from  Bank  of  America's  Community  Development 
Corporation  said.  In  his  own  newsletter,  he  said: 

If  there's  money  that  the  Government  wants  to  put  into  new  community  develop- 
ment, we  don't  believe  the  banking  industry  needs  the  money.  We  think  there's 
plenty  of  capital  in  the  industry  today.  We  think  that  our  partners,  the  non-profit 
organizations,  can  use  the  capital  effectively. 

Quite  frankly,  he  said  the  Low  Income  Housing  Fund,  one  of  the 
organizations  in  our  network,  would  make  $10  million  go  a  heck  of 
a  lot  further  than  a  bank  can.  I  think  he  shares  the  vision  that  we 
do,  that  banks  and  CDFI's  need  to  have  close  working  relation- 
ships. But  in  order  to  get  the  most  bang  for  the  buck,  we  need  to 
target  this  money  through  an  infrastructure  whose  primary  activi- 
ties and  whose  mission  is  organized  around  community  develop- 
ment. 

Second,  the  Community  Reinvestment  Act,  we  think  that  it's  im- 
portant that  this  not  be  seen,  that  support  for  CDFI's  be  seen  as 
an  either/or  issue  in  terms  of  the  Community  Reinvestment  Act. 
We  think  it's  a  both/and  issue. 

It's  precisely,  in  fact,  the  Community  Reinvestment  Act  incen- 
tives that  have  helped  create  the  relationships,  the  evolving  rela- 
tionships, between  CDFI's  and  conventional  banks. 

We  also  would  call  on  the  administration  and  Congress  to  take 
a  close  look  at  the  emergence  of  the  parallel  banking  system,  the 
finance  companies  and  others,  who  currently  take  hundreds  of  mil- 
lions of  dollars  of  our  savings  and  have  no  obligation  to  reinvest  it 
in  the  communities  that  much  of  that  money  comes  from. 

Again,  expanding  the  capacity  of  this  CDFI  industry  and  increas- 
ing conventional  lending  in  distressed  communities  is  not  an  either/ 
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or  choice,  but  a  both/and  proposition.  Granting  banks  a  safe  harbor 
from  CRA  challenges  or  exemption  from  CRA  lending  in  exchange 
for  depositing  or  investing  money  in  CDFI's  is  wrong. 

The  CDFI  coalition  support  for  S.  1275  is  steadfast.  We  think 
there  are  a  few  things,  however,  that  would  strengthen  it,  number 
one.  We  think  again  it's  important  to  try  to  get  some  clarity  about 
what  it  means  for  a  bank's  full  portfolio  and  mission  to  be  orga- 
nized around  community  development  activities. 

The  devil  is  in  the  details  here.  There  are  a  lot  of  banks  that  are 
going  to  line  up  and  say,  we  are  community  development  banks. 
And  I  think  we  need  some  objective  ways  to  analyze  this.  A  75  per- 
cent threshold,  we  think,  is  one  that  would  meet  some  of  our  con- 
cerns. 

Second,  we  would  like  to  see  a  single  funding  limit  for  all  appli- 
cants. The  way  the  bill  is  structured  right  now,  if  you  are  a  deposi- 
tory, you  are  able  to  get  more  money  in  a  particular  year  than  a 
nondepository  CDFI.  And  we  would  prefer  a  single  funding  limit 
for  all  applicants. 

Third,  and  I  think  Senator  Bennett  and  others  began  to  speak 
about  this,  there  needs  to  be  a  comprehensive  training  program. 

The  Chairman.  Let  me  just  say,  only  in  the  interests  of  time,  be- 
cause I  want  to  get  to  the  others,  if  you  can  finish  in  about  a 
minute,  that  would  be  helpful.  Because  otherwise,  we're  going  to 
cramp  everybody  else. 

Mr.  NowAK.  OK. 

Fourth,  we  think  there  ought  to  be  a  strict  cap  on  administrative 
costs,  probably  a  10  percent  cap  is  one  we  would  agree  with. 

We  think  there  ought  to  be  broader  representation  on  the  board 
for  CDFI  practitioners.  It's  something  we've  learned  in  our  histori- 
cal experience  that  bringing  a  variety  of  people  to  the  governance 
of  these  institutions  is  important. 

And  I  will  stop  right  here  and  thank  you  very  much. 

The  Chairman.  Thank  you. 

Mr.  Bhargava,  we  would  like  to  hear  from  you  now. 

STATEMENT  OF  DEEPAK  BHARGAVA,  LEGISLATIVE  DIRECTOR, 
ACORN,  ON  BEHALF  OF  THE  CENTER  FOR  COMMUNITY 
CHANGE,  CONSUMERS  UNION,  CONSUMER  FEDERATION  OF 
AMERICA,  AND  NATIONAL  COUNCIL  OF  LA  RAZA,  WASHING- 
TON, DC 

Mr.  Bhargava.  Good  morning,  Mr.  Chairman.  I  am  Deepak 
Bhargava,  the  legislative  director  of  ACORN.  I  am  offering  this  tes- 
timony today  on  behalf  of  ACORN,  the  Center  for  Community 
Change,  the  Consumer  Federation  of  America,  Consumers  Union, 
and  the  National  Council  of  La  Raza. 

Let  me  sav  first  off  that  collectively  we  would  like  to  thank  you 
for  your  leadership  this  year  in  bringing  these  issues  of  community 
reinvestment  and  lending  discrimination  to  the  top  of  the  commit- 
tee's agenda.  I  think  that's  a  verv  welcome  development  for  many 
of  us.  And  thank  you  for  your  leaaership. 

The  Chairman.  Thank  you. 

Mr.  Bhargava.  Let  me  say  that  we  warmly  endorse  S.  1275  and 
urge  its  swift  passage  by  the  Senate.  We  would  like  to  make  abso- 
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lutely  clear,  however,  that  we  will  vigorously  oppose  any  initiative 
that  would  delete  the  landmark  Community  Reinvestment  Act. 

As  you,  yourself,  have  said,  Federal  support  for  a  network  of 
CDFI's  should  be  a  supplement  to  and  not  a  substitute  for  the  on- 
going community  reinvestment  activities  of  mainstream  lenders. 

I  think  we  can  all  agree  that  the  worst  possible  result  of  this  un- 
dertaking would  be  the  creation  of  a  separate  and  unequal  banking 
system,  one  for  minorities  and  low-income  families  and  another  for 
everyone  else.  Vigorous  enforcement  of  CRA  and  the  fair  lending 
laws  is  necessary  to  harness  all  the  Nation's  resources  to  expand 
credit  availability  for  communities. 

This  committee,  over  the  last  few  years,  has  heard  a  lot  of  testi- 
mony about  scarcity  of  credit  in  low-  and  moderate-income  and  mi- 
nority neighborhoods  in  both  urban  and  rural  areas.  Just  to  tick  off 
a  few  of  those  areas  that  I  think  have  been  very  thoughtfully 
brought  together  in  the  last  couple  of  years  in  this  committee,  fi- 
nancing for  nonconforming  single  family  housing,  affordable  multi- 
family  housing,  financing  for  commercial  development,  including 
small  businesses  and  particularly  minority-owned,  inner-city,  and 
startup  small  businesses,  financing  for  a  wide  array  of  community 
development  projects  such  as  child  care  and  health  care  centers  in 
poor  communities,  and,  finally,  the  availability  of  banking  services 
including  bank  branches  and  low-cost  transaction  accounts. 

It's  our  view  that  the  administration's  proposal  will  go  some  of 
the  way  to  meeting  these  identified  needs.  And  just  to  tick  off  a  few 
of  the  strengths  of  the  proposal,  we're  delighted  that  it  builds  on 
the  existing  network  of  CDFI's  and  provides  for  great  flexibility  in 
the  models  that  can  be  used  by  recipients  of  Federal  funds,  that  it 
encourages  the  accountability  of  CDFI's  to  the  residents  of  low-  and 
moderate-income  communities,  who  are  the  ultimate  consumers  of 
CDFI  services,  and  that  it  provides  for  the  provision  of  technical 
assistance  and  outreach  to  would-be  applicants  for  Federal  funds. 

One  area  where  I  think  the  legislation  could  be  strengthened  or 
a  problem  that  could  be  addressed  perhaps  in  the  implementation 
is  ensuring  that  CDFI's  operate  in  the  most  distressed  commu- 
nities. Understandably,  there's  a  lot  of  flexibility  in  the  legislation 
in  terms  of  the  selection  criteria  and  the  eligibility  criteria.  I  think 
it  is  important,  either  in  report  language  or  later  on  in  communica- 
tions to  the  governing  board,  that  it  be  made  clear  that  the  poorest 
communities,  where  there  are  no  alternatives,  is  where  these  insti- 
tutions should  be  created  first. 

Let  me  iust  wrap  up  quickly  by  saying,  with  regard  to  the  issue 
of  bank  eligibility  for  money  from  this  legislation,  it  is  our  view 
that,  given  the  limited  amount  of  funds  that  are  available,  it  is  not 
appropriate  to  make  bank  holding  companies  or  mainstream  lend- 
ers eligible  for  funds.  It  seems  to  us  very  clear  that  there  are  suffi- 
cient resources  within  the  banking  industry  for  a  new  initiative  in 
community  lending  without  tapping  this  very  limited  amount  of 
Federal  funding  and  that  there  is  an  absolute  need  to  support  the 
creation  of  more  CDFI's  that  can  act  as  an  intermediary  between 
poor  communities  and  mainstream  lenders. 

So,  again,  we  endorse  the  legislation  and  look  forward  to  working 
with  you. 
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The  Chairman.  Thank  you  very  much.  I  appreciate  your  com- 
ments today. 
Mr.  Chessen. 

STATEMENT  OF  JAMES  CHESSEN,  CHIEF  ECONOMIST, 
AMERICAN  BANKERS  ASSOCIATION,  WASHINGTON,  DC 

Mr.  Chessen,  Thank  you  very  much,  sir.  I  am  Jim  Chessen,  chief 
economist  for  the  American  Bankers  Association. 

We  would  Hke  to  thank  you,  Mr.  Chairman,  for  the  opportunity 
to  express  the  views  of  the  ABA  on  President  CHnton's  community 
development  bill.  We  are  glad  that  President  Clinton  has  raised  the 
level  of  interest  in  community  development  lending,  and  we  are 
pleased  to  note  that  a  substantial  infrastructure  already  exists  to 
promote  these  goals. 

As  you  know,  Mr.  Chairman,  success  in  community  development 
is  not  a  simple  matter.  First,  community  development  requires 
more  than  just  lending  money.  Second,  it  requires  flexibility  and  di- 
versity. There  is  no  single  community  development  program  that 
can  meet  all  the  needs  of  every  community.  Third,  success  in  com- 
munity development  projects  depends  upon  the  cooperation  of 
many  players. 

Mr.  Chairman,  the  ABA  believes  that  the  Government  should  en- 
courage the  desired  behavior  and  not  mandate  a  specific  structure. 
What  is  needed  is  encouragement  of  private  sector  investment  that 
would  support  additional  credit.  This  could  be  accomplished 
through  a  variety  of  organizational  structures  while  maintaining 
the  flexibility  to  adapt  to  local  conditions. 

Government  programs  should  focus  on  stimulating  private  sector 
investment  from  all  types  of  organizational  structures.  The  Clinton 
plan  is  a  good  starting  point  and  certainly  is  a  substantial  improve- 
ment over  the  original  hundred  bank  concept.  But  we  feel  it  cannot 
achieve  its  full  potential  if  it  excludes  the  resources  and  expertise 
of  the  banking  industry. 

Today,  thousands  of  commercial  banks  are  working  with  commu- 
nity and  non-profit  groups  on  community  development  projects.  Yet 
most  of  these  would  probably  not  have  access  to  the  new  funds.  Let 
me  give  you  some  examples.  We  have  obviously  heard  some  from 
other  witnesses  as  well. 

We  have  members  who  have  committed  millions  of  dollars  to  pro- 
mote housing  and  economic  development  in  their  communities 
through  innovative  approaches  to  structuring  deals.  They've  been 
able  to  finance  projects  and  businesses  that  would  otherwise  have 
been  unbankable. 

Through  educational  programs,  bank  financing  is  accessible  to 
people  who  never  would  have  thought  they  could  afford  to  buy  a 
home.  These  banks  have  worked  with  community  groups  and  ten- 
ant associations  to  strengthen  and  expand  their  involvement  in 
their  neighborhoods,  but  these  banks  would  not  be  eligible  for  par- 
ticipation under  S.  1275.  Yet  this  is  the  very  type  of  behavior  that 
should  be  encouraged. 

I  have,  in  this  book  before  me,  101  examples,  taken  from  over 
1,000  examples,  that  we  have  collected  of  very  innovative  commu- 
nity development  projects.  Very,  very  few  of  the  examples  in  this 
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book  or  of  those  thousand  would  even  qualify  for  funding  under 
this  program,  and  we  think  that's  inappropriate. 

Furthermore,  not  only  would  it  exclude  large  bank  CDC's,  which 
have  had  a  lot  of  opportunity  to  make  inroads  in  distressed  commu- 
nities in  providing  financial  services,  but  it  would  also  tend  to  ex- 
clude small  community  banks  because  they  would  not  be  classified 
as  primarily  committed  to  community  development  under  this  bill. 
In  fact,  language  in  the  bill  may  even  exclude  minority  banks  who 
are  extending  their  market  area  in  an  effort  to  try  to  diversify  and 
reach  other  communities. 

The  ABA  believes  all  banks  and  their  CDC  subsidiaries  should 
be  eligible  for  the  fund  if  they  have  a  credible  community  develop- 
ment plan. 

Mr.  Chairman,  we  would  like  to  suggest  four  recommendations 
that  would  improve  the  current  proposal. 

No.  1,  build  on  the  existing  structure.  There  is  no  need  to  spend 
scarce  Federal  dollars  to  reinvent  the  wheel.  If  banks  are  excluded 
from  even  going  to  the  table  to  try  to  access  the  fund,  it  means  that 
communities  as  well  are  also  excluded  from  having  access  to  the 
fund,  communities  that  are  served  by  the  banking  industry  and 
may  not  be  served  by  other  participants. 

No.  2,  we  need  to  attract  more  equity  capital  in  community  de- 
velopment. Banks  are  a  very  important  source  of  capital.  But  an 
investment  of  a  bank  over  25  percent  would  effectively  disqualify 
the  g^roup  needing  capital  because,  under  the  Bank  Holding  Com- 
pany Act,  that  group  would  be  presumed  to  be  a  subsidiary  of  the 
bank.  And  we  think  that  would  be  inappropriate. 

No.  3,  we  need  to  encourage  nonbank  financial  institutions  and 
nonfinancial  commercial  enterprises  to  invest  in  community  devel- 
opment activities.  These  corporations  hold  vast  resources,  which 
are  relatively  untapped,  for  the  purposes  of  community  develop- 
ment. 

And,  No.  4,  we  would  like  to  encourage  that  a  diversity  of  deliv- 
ery systems,  joint  ventures,  startup  institutions,  and  departments 
of  existing  organizations  should  all  be  encouraged  to  participate 
subject  to  the  same  regulation.  And  all  systems  put  in  place  by  the 
b£uik  should  be  recognized  for  the  purposes  of  the  Community  Re- 
investment Act. 

Before  I  close,  I  would  like  to  say  a  few  words  about  Senator 
D'Amato's  bill,  S.  1230,  which  established  the  Community  Develop- 
ment Bankers  Bank.  We're  pleased  that  Senator  D'Amato  has 
taken  the  initiative  in  this  area.  The  bill  proposes  to  allow  banks 
to  qualify  for  CRA  credit  if  they  invest  5  percent  of  core  capital  in 
community  development  banks.  While  the  5  percent  threshold  is  a 
very  high  hurdle,  the  concept  is  interesting  and  should  help  attract 
equity  capital  to  community  development  lending. 

In  closing,  there  is  no  single  solution  to  the  problems  we  have 
discussed  here  this  morning.  The  real  world  is  far  too  complex  for 
simplistic  answers. 

We  in  the  banking  industry  are  working  very  hard  to  develop  a 
wide  range  of  initiatives  designed  to  come  at  the  issues  from  dif- 
ferent perspectives  and,  as  you  know,  Mr.  Chairman,  last  year,  we 
started  the  Center  for  Community  Development  which  has,  as  one 
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of  its  primary  focuses,  to  educate  both  borrowers  and  lenders  to  try 
to  provide  greater  services  in  distressed  areas. 

We  look  forward  to  working  with  you,  Mr.  Chairman,  and  your 
colleagues  to  develop  an  effective  system  for  stimulating  greater 
community  development  activities. 

Thank  you,  Mr.  Chairman.  I  will  be  happy  to  answer  any  ques- 
tions you  might  have. 

The  Chairman.  Let  me  just  say,  I  appreciate  your  statement. 

Before  going  to  our  last  witness  here,  earlier  in  the  discussion 
this  morning  I  was  making  the  observation  that  there's  really  noth- 
ing holding  commercial  banks  back  now  from  doing  this  kind  of 
thmg  should  they  choose  to  do  so.  And  I  think  the  pattern,  notwith- 
standing the  positive  illustrations  that  you've  given,  we've  been 
seeing  is  something  of  a  withdrawal,  especially  from  the  toughest, 
hardest-to-deal-with  urban  areas.  That's  just  a  matter  of  record. 

I  was  asking  the  staff  what  the  total  dollar  assets  now  would  be 
in  the  commercial  banking  system.  And  the  figure  I  was  given  is 
roughly  $3.6  trillion.  Would  that  accord  with  your  view? 

Mr.  Chessen.  Yes. 

The  Chairman.  I  asked  the  same  question  with  respect  to  the 
savings  and  loan  industry,  and  the  figure  there  would  be  about 
$700  billion.  Would  that  be  right?  If  you  take  the  two  together, 
that's  well  over  $4  trillion. 

So  I,  on  the  one  side,  put  the  $4  trillion  and  then  on  the  other 
side  I  put  the  $60  million  that  we're  talking  about  here.  The  im- 
pression that  one  ^ets  is  that  somewhere  out  of  the  $4  trillion  plus, 
if  this  is  somethmg  that  the  traditional  banking  system  really 
wants  to  get  into,  there's  really  plenty  of  financial  strength  there 
to  do  that  with. 

I  know  you  don't  want  to  give  the  impression,  but  if  we're  going 
to  provide  $60  million,  which  is  an  infinitesimal  fraction  of  what 
now  exists  in  the  system,  to  try  to  augment  and  encourage  what's 
been  going  on  beneath  the  level  of  the  traditional  radar,  commer- 
cial banking  radar  screen,  it's  an  awfully — I  think  you  really  have 
to  stretch  the  reasoning,  at  least  to  my  mind,  to  say  that  that  mod- 
est sum,  $60  million,  is  really  something  that  the  commercial  bank- 
ing system,  taken  with  the  S&L's,  totaling  over  $4  trillion  in  as- 
sets, can't  somehow  find  a  way  to  finance  itself  if  it  wants  to  be 
involved  in  these  areas. 

I'm  all  for  it  and  I  applaud  the  initiatives  you've  cited  that  are 
of  more  recent  vintage.  And  I  want  to  do  everything  I  can  to  en- 
courage the  commercial  banking  system  to  get  in  rignt  up  to  their 
ears  in  terms  of  helping  us  deal  with  and  solve  the  inner-city  lend- 
ing problems  and  capital  access  problems  and  so  forth  and  so  on. 

But  I  must  say  it  strains  the  argument,  I  think,  to  plausibly  say 
that  the  banking  system,  with  all  of  the  resources  it  now  has,  can't 
somehow  get  a  piece  of  the  $60  million,  that  they  can't  do  their  job 
or  that  they're  somehow  disadvantaged.  And,  I  mean,  I  know,  I  un- 
derstand that's  the  position  that's  being  presented.  But  I'd  ask  you 
to  rethink  that. 

I  would  ask  you  to  take  that  back  to  some  of  the  folks  that  have 
helped  craft  the  policy  position.  I  would  like  to  ask  you  to  present 
them  at  least  on  some  side-by-side  scale,  what  we're  talking  about 
here  in  the  way  of  resources.  And  to  think  about  the  question  of 
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really  whether  or  not  there's  a  need  to  have  to  be  part  of  that  $60 
million  worth  of  participation. 

My  own  thought  would  be  that  there's  probably  more  direct  eco- 
nomic activity  that  will  flow  into  the  commercial  banking  system 
as  an  offshoot  of  the  $60  million  investment  if  we  go  the  route  es- 
sentially that's  laid  out  in  the  administration  plan.  I  actually  be- 
lieve there  will  be  a  business  bonus  for  traditional  banking  that 
will  come  as  a  result  of  this. 

I  think  that  can  be  enhanced  if  traditional  banking  wants  to 
come  on  in.  And,  really,  in  some  instances  we've  seen  that  happen. 
But,  as  I  think  you  would  concede,  they're  relatively  rare  in  the 
inner-city  situations  when  you  take  it  countrywide.  Because  this  is 
very,  very  tough  business,  these  are  very  tough  neighborhoods.  A 
lot  of  people  not  only  want  to  do  traditional  business,  not  just 
banking,  but  other  businesses.  Other  businesses  really  don't  par- 
ticularly want  to  go  into  those  areas  and  raise  the  flag  because  it 
can  be  dangerous  to  their  health  among  other  things.  Those  are  all 
things  we  know. 

But,  I  must  say  I  think  the  resources  available  on  the  traditional 
side  are  not  now  really  more  than  adequate  to  see  even  a  bigger 
commitment  out  of  the  traditional  side.  I  would  like  to  see  that  and 
I  would  like  to  do  what  I  can  to  encourage  that  to  happen.  But  I 
just  make  that  point  to  you.  You  may  have  a  response  you  want 
to  make. 

Mr.  Chessen.  I  would  like  to  make  some  comments.  I  think  we 
understand  the  frustrations  in  this  type  of  lending  and  it's  actually 
for  the  very  reason  that  this  pool  of  funds  is  limited  that  it's  all 
that  more  important  to  look  for  what  are  the  best,  most  effective 
uses  of  this  money. 

If  a  commercial  bank  with  an  existing  program  needs  money  to 
leverage  that,  or  if  another  bank,  a  small  bank  in  a  rural  commu- 
nity, has  a  specific  need  and  wants  to  create  new  opportunities 
with  that  fund,  those  programs  should  be  considered  along  with 
every  other  program  that  might  come  before  the  table. 

Our  concern,  Mr.  Chairman,  is  that  the  decisions  about  where 
that  money  should  go  should  be  made  with  the  board  of  that  fund 
and  should  not  be  legislated  because  we  would  hate  to  exclude  op- 
portunities that  may  be  very  important  to  serve  communities.  And 
what  really  troubles  us  is  that  if  you  exclude  banks,  you  may  at 
the  same  time  exclude  communities  and  targeted  populations  that 
you  may  want  to  reach.  It  is  because  of  that  that  we  think  banks 
need  to  be  a  part  of  this  program  and  that  the  proper  balance 
needs  to  be  struck  at  the  other  end. 

We  certainly  know  that  the  banking  industry,  as  you've  de- 
scribed, has  a  lot  of  assets  and  there  are  a  lot  of  new  initiatives 
begun  that  are  strengthening  the  role  to  provide  these  services, 
and  we  hope  they  continue.  We  would  just  hate  to  see  that  some 
communities  that  are  serviced  by  a  bank  have  opportunities  that 
the  bank  would  not  even  be  able  to  come  to  the  table  with  that 
presentation.  That  decision  should  not  be  legislated;  it  should  be 
made  with  the  board. 

The  Chairman.  Let  me  just  say  to  you  that  if  the  primary  mis- 
sion of  a  traditional  lending  institution  is  to  do  this  kind  of  work, 
they  would  not  be  foreclosed,  would  they? 
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Mr.  Chessen.  Well,  the  problem  that  we  have- 


The  Chairman.  Let's  have  a  yes  or  no  and  then  we  can  talk 
about  what  the  problem  is. 

We  drafted  the  legislation  with  the  thought  in  mind  that  if  a  tra- 
ditional institution  has,  as  its  primary  mission,  community  devel- 
opment lending  that  they  would  not  be  foreclosed  from  participat- 
ing. Isn't  that  correct? 

Mr.  Chessen.  That's  correct. 

The  Chairman.  You  see,  that's  the  whole  point.  If  somebody  real- 
ly wants  to  devote  themselves  to  that,  if  they  want  to  come  in  on 
a  participatory  basis,  as  a  sideline  or  as  a  secondary  item  where 
it's  not  their  primary  business,  they're  not  foreclosed  from  doing 
that  either,  coming  in  on  a  partnership  basis  or  coming  in  and  tak- 
ing a  piece  of  a  loan. 

Mr.  Chessen.  But  they  may,  in  fact,  be  excluded,  Mr.  Chairman, 
on  the  partnership  basis  or  joint  ventures  if  thev  have  an  equity 
investment  that  exceeds  25  percent.  That  group  that  they  invested 
in  would  be  presumed  under  the  Bank  Holding  Company  Act  to  be 
a  subsidiary  of  that  banking  organization  and  then  would  be  ex- 
cluded because  it  would  be  pooled  in  its  entirety  with  the  entire 
bank  holding  company  and  any  subsidiaries. 

The  Chairman.  Let  me  put  it  to  you  this  way.  That's  only  part 
of  the  story.  If  the  traditional  banking  industry  wants  to  come  into 
this  act  in  an  aggressive  way,  then  believe  me,  I  will  be  your  num- 
ber one  cheerleader.  I  will  get  out  in  front  and  lead  that  band. 

But  I've  got  to  tell  you  this:  I  may  have  you  back  to  explain  the 
HMDA  data  when  it  becomes  available  to  us.  When  we  have  the 
updated  HMDA  data,  just  with  respect  to  how  we're  doing  in  dis- 
criminating in  mortgage  lending,  it's  a  pretty  miserable  story.  I 
mean,  it's  not  one  that  you  can  take  pride  in  of  anybody  around 
can  take  pride  in.  And  that  has  to  change. 

I  don't  think  anybody  wants  to  defend  what  the  data  looks  like. 
I  think  we're  all  looking  for  a  way  to  make  it  better.  But  if  you  put 
that  on  the  table  as  at  least  one  measurement  of  how  we're  doing, 
how  we  are  doing  now  through  traditional  channels  as  a  basis  for 
forming  a  presumption  about  the  ability  to  really  come  in  and  per- 
form with  respect  to  community  development  activities,  we're  talk- 
ing about  in  a  community  development  bank.  It  isn't  a  very  power- 
ful piece  of  evidence  to  submit.  It  is,  but  in  the  reverse,  because 
it  says  we're  not  able  to  do  very  well  in  that  context. 

It  just  seems  to  me  that  the  logic  is,  I'm  somewhat  surprised  that 
ABA  doesn't,  in  effect,  take  almost  the  reverse  view  on  this  thing. 
I  mean,  I  can  understand  the  mind-set  because  I  think  the  view  is, 
if  somebody  else  is  going  to  get  into  the  act,  even  if  they're,  by  com- 
parison, an  asset  form,  a  flyspeck,  then  we  want  to  be  involved,  too 
or  we  want  our  piece  of  the  action  or  what  have  you. 

But,  on  the  basis  of  the  record,  if  this  is  an  attractive  area  for 
investment,  it  seems  to  me  we  would  have  seen  a  lot  more.  Now, 
particularly  with  the  prod  of  the  Community  Development  or  the 
Community  Reinvestment  Act  in  place,  with  its  overemphasis  on 
process  and  paper  as  opposed  to  performance,  there  have  been  both 
whatever  the  natural  incentives  are  plus  some  prodding  incentives 
here  to  try  to  get  something  going. 
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The  reason  we're  here  today  is  that  the  traditional  banking  sys- 
tem hasn't  really  stepped  up  to  this  job.  If  they  had,  we'd  have  a 
hearing  in  here  today  on  something  else.  We  could  be  talking  about 
some  other  issue.  The  reason  we're  talking  about  this  issue  is  that 
traditional  banking  institutions,  for  a  variety  of  reasons,  have  basi- 
cally for  the  most  part  opted  out.  So  there  is  a  giant  vacuum. 

Now  we're  trying  to  figure  out  how  we  can  crafl  something  based 
on  what  does  seem  to  be  working,  so  that  we  can  turn  this  thing 
around  and  maintain  some  equity  and  fairness  in  the  tandem  rela- 
tionship. 

I  see  two  ways  for  the  commercial  banking  system  to  do  this. 
One  is  that  anybody  who  wants  to  be  in  the  business  and  make 
this  their  primary  mission  is  welcome  to  come  on  in  and  should 
come  on  in.  And  if  there  is  a  hitch  in  some  other  part  of  the  law, 
I'll  work  with  you  to  try  to  solve  that.  If  somebody  is  prepared  to 
announce  this  as  their  primary  mission  and  come  in  with  all  guns 
blazing  and  put  their  good  top  level  talent  into  it  and  want  to  grind 
it  out,  I'm  all  for  that;  I  think  that's  wonderful.  I'll  be  the  first  to 
applaud  that.  I  don't  see  a  lot  of  that,  frankly.  Maybe  I  will.  Maybe 
that  will  start  to  happen  now  that  the  debate  is  out  in  the  open. 
It's  not  a  moment  too  soon. 

The  other  thing  is  that  there  is  the  ability  to  come  in  and  partici- 
pate as  well  on  some  kind  of  sharing  basis.  We  talked  earlier  about 
the  question  of  who  comes  in  and  who  stands  in  line  and  what  the 
level  of  recourse  is  in  terms  of  some  of  these  loans.  We've  got  par- 
ticipants— we're  going  to  hear  from  one  now — that  come  in  with  the 
kind  of  money  where  they  stand  to  take  the  fall  if  things  go  awry. 
And  so,  in  fact,  we  just  looked  at  some  situations  where  we've  got 
commercial  banks — some  are  in  your  organization  in  Detroit  and  in 
Kalamazoo — who  are  doing  an  exceptional  job  of  coming  in  on  top 
of  community-based  efforts  and  because  the  structuring  of  the  situ- 
ation is  such,  they  can  participate  and  are  participating.  I  am 
frank  to  say  not  all  are  doing  it. 

I  mean,  some  seem  to  think  this  is  important.  Some  could  care 
less.  I  am  troubled  about  that,  quite  frankly.  I  think  the  nature  of 
helping  America  is  really  everybody's  business  and  every  bank's 
business. 

So  we  have  got  a  very  mixed  record.  I  mean,  part  of  the  problem 
that  we  have,  I  think,  with  your  testimony  is  that  you've  got  folks 
in  your  organization  who  have  shown  a  serious  interest  and  serious 
response  and  there  are  others  that  haven't  given,  in  my  view,  be- 
yond the  most  rudimentary  kind  of  reflexive  responses.  They 
haven't  given  it  the  time  of  day.  And  so  that's  the  difficulty  that 
we  find. 

I'll  tell  you  this:  If  commercial  banking  5  years  ago  or  10  years 
ago  had  decided  somehow,  through  the  ABA  or  in  some  other  way, 
look,  we've  had  enough  of  this  urban  deterioration,  we're  going  in 
there  with  all  guns  blazing,  we're  going  to  find  ways  to  do  it,  we're 
going  to  invent  consortium  efforts,  we're  going  to  find  the  Ford 
Foundation,  this,  that,  and  the  other,  if  the  Government  has  to  give 
us  a  waiver,  we're  going  to  come  in  and  ask  for  it,  we're  going  to 
solve  this  problem  because  we  don't  want  Government  bureaucracy 
hounding  us  into  doing  it;  we  want  to  do  it.  We  think  it's  impor- 
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tant.  We'll  get  it  done.  Then  we  could  have  had  a  hearing  today 
about  how  it  got  done. 

The  fact  of  the  matter  is,  we're  having  a  hearing  today  about  how 
it  hasn't  been  done  and  why  we  need  something  now  to  get  it  done. 

Mr.  Chessen.  We  appreciate  your  frustrations.  We  have  been 
frustrated  as  well.  That  was  the  purpose  the  bankers  decided  to  de- 
velop the  Center  for  Community  Development,  to  try  to  get  the  out- 
reach that  you've  described.  And  I  think  we  are  trying  to  do  that 
and  we  certainly  want  to  work  with  you,  Mr.  Chairman,  to  make 
sure  that  there  isn't  an  inadvertent  exclusion  of  banks  or  CDC's  of 
a  bank  or  other  programs  of  a  bank  that  really  should  be  part  of 
this  program.  That's  our  biggest  concern  that  legitimate  good  ef- 
forts and  good  programs  may  be  excluded.  And  if  you  exclude 
those,  you  exclude  the  people  they're  designed  to  help.  That's  our 
frustration. 

We  are  certainly  more  than  willing  to  try  to  work  to  assure  that 
there  aren't  those  inadvertent  exclusions. 

The  Chairman.  I  want  you  in  up  to  your  eyeballs,  not  the  little 
toe.  I  want  the  whole  body  immersed. 

Mr.  Grogan. 

STATEMENT  OF  PAUL  S.  GROGAN,  PRESffiENT,  LOCAL 
Dsn[TL^TIVES  SUPPORT  CORPORATION,  NEW  YORK,  NY 

Mr.  Grogan.  Thank  you  very  much,  Mr.  Chairman.  I've  had  an 
opportunity  to  make  a  couple  of  points  already  and  then  the  good 
fortune  of  having  the  first  two  panelists  also  make  many  of  my 
points,  so  I'll  try  to  be  brief 

But  I  did  want  to  underscore  a  point  that  you  made  in  your  open- 
ing remarks,  which  is  there  really  is  a  new  architecture  of  Federal 
housing  and  community  development  policy  that  has  largely  been 
put  into  place.  And  this  is  another  very  important  step.  But  if  you 
look  at  the  work  of  this  committee  and  the  Clinton  administration 
at  this  point  with  the  home  program,  the  community  development 
block  grants,  the  tax  credit  mortgage  revenue  bonds,  the  new  stric- 
tures on  Fannie  and  Freddie,  the  Community  Reinvestment  Act  it- 
self, it  represents  a  sea  change,  a  decisive  shift  away  from  the  pre- 
vious generation  of  centralized,  highly  bureaucratic,  prescriptive 
and  rigid  Federal  programs  to  a  new  opportunity  system  in  which 
the  Federal  Government  has  a  critical  role  to  incentivize,  to  steer 
capital,  and  to  make  targeted  investments. 

But  the  action  and  initiative  has  shifted  into  communities  and  lo- 
calities. The  emphasis  is  on  public-private  community  partnerships, 
and  that  is  playing  to  the  very  best  that  is  going  on  in  this  country 
today.  It  is  playing  to  values  that  deeply  resonate  in  the  American 
soul,  I  believe,  that  are  fully  bipartisan  or  nonpartisan  in  nature. 
And  I  think  much  of  this  architecture  has  been  put  together  under 
your  leadership  on  a  bipartisan  basis. 

Because  it  has  happened  in  pieces,  I  think  it's  very  difficult  for 
us  to  comprehend  just  how  revolutionary  all  this  is.  I  think  it  is 
revolutionary  and  it's  going  to  unleash  the  very  best  in  the  energy 
and  the  kind  of  vast  decentralized  ferment  of  change  and  innova- 
tion that's  going  on  in  this  country  today. 

It  will  not  surprise  you  to  learn  that  we  are  very  supportive  of 
this  bill.  LISC  is  perhaps  the  largest  non-profit  CDFI  in  the  coun- 
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try.  Our  track  record  and  that  of  the  marvelous  network  of  commu- 
nity development  loan  funds,  the  other  alternative  originators,  that 
have  grown  up  around  the  country  in  the  last  15  years  should  give 
the  Congress  and  the  administration  great  comfort  that  this  is 
going  to  work  and,  as  I  said,  an  idea  that  has  received  an  exhaus- 
tive test  already. 

We  need  to  promote  this  business  of  making  it  possible  for  non- 
standard lending  and  investing  to  occur.  You  saw,  and  we  were 
very  delighted  to  have  you  witn  us  in  Detroit  and  Kalamazoo  re- 
cently, vivid  examples  of  how  that  nonstandard  investing  and  lend- 
ing can  unleash  mainstream  support,  can  galvanize  institutions, 
and  can  create  opportunities  for  them  that  they  couldn't  come  up 
with  themselves.  So  that  is  really  crucial. 

It  is  very  important  that  this  legislation  builds  a  bridge  to  the 
mainstream  rather  than  erects  a  barrier.  And  I  want  to  echo  the 
comments  of  my  colleagues  from  Delaware  Valley  and  ACORN  that 
we  can't  erect  a  segregated  system  here.  This  has  got  to  be  a  bridge 
to  mainstream  institutions.  But  mainstream  institutions  are  not 
going  to  make  the  loans  that  are  too  small,  too  risky,  too  early 
state,  too  idiosyncratic  that  the  alternative  network  is  willing  to 
make  and  that  will  in  turn  create  opportunities  for  mainstream 
lending. 

We  reject  the  idea  that  this  should  be  a  safe  harbor  for  CRA  or 
that  mainstream  financial  institutions,  without  a  sole  community 
development  mission,  should  be  applicants  for  this  funding.  The 
money  is  simply  too  limited  to  permit  that,  and  it  won't  have  the 
maximum  effect. 

Now  that  we've  got  this  architecture,  we've  got  to  start  putting 
some  real  resources  into  it.  This  is  far  more  modest  in  terms  of  pro- 
posed funding  levels  than  we  had  hoped.  But  it  is  an  important 
start  and  an  opening  wedge.  And  we  wholeheartedly  support  it. 

I  would  quickly  add  one  modest  idea  for  an  improvement,  and 
that  has  to  do  with  the  issue  of  liquidity.  The  bill,  as  presently  con- 
structed, will  help  with  the  primary  capital  formation  enormously. 
And  if  it's  not  changed,  we  support  it  wholeheartedly. 

The  issue  of  liquidity  will  become  increasingly  important.  A  num- 
ber of  these  same  institutions,  and  I  would  mention  our  own  Neigh- 
borhood Housing  Services  of  America,  and  the  National  Association 
of  Community  Development  Loan  Funds  itself,  have  conducted  or 
are  conducting  important  experiments  with  wholesaling  or,  in  ef- 
fect, securitizing  nonstandard  idiosyncratic  debt  that  is  so  impor- 
tant as  we  have  established. 

If  a  portion  of  these  funds  could  be  used  to  further  capitalize 
such  wholesaling  institutions  and  experiments,  you  could  increase 
the  already  impressive  leverage  that  we're  talking  about  enor- 
mously. I  think  that's  a  modest  improvement  that  could  be  consid- 
ered imder  the  current  framework  of  the  current  bill  on  the  same 
kind  of  basis  of  core  capital  with  matching  requirements  and  strict 
performance  standards.  That  could  be  another  multiplier  in  this 
bill. 

In  conclusion,  Mr.  Chairman,  there's  a  great  deal  more  to  say  but 
I  will  close  at  this  point.  I  want  to  thank  you  for  your  extraor- 
dinary leadership  and  I  urge  you — I  don't  know  whether  we  have 
to  invent  a  new  vocabulary  to  fully  characterize  for  the  American 
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people  and  our  think  tanks  and  our  public  policy  people  just  the 
magnitude  of  the  shift  that's  occurred  and  how  well  that  is  going 
to  go  in  the  days  and  months  ahead. 

The  Chairman.  Thank  you. 

I  think  we  have  shifted  to  a  new  point.  It's  some  of  the  things 
that  have  been  in  motion  for  a  long  time  which  you  and  others  here 
represent.  But  it's  also  a  series  of  new  things  that  have  happened 
over  particularly  the  last  5  years  through  this  committee. 

But  even  in  this  budget  package  we  just  passed  there  is  embed- 
ded absolutely  critical  elements  of  this  regeneration,  urban  regen- 
eration strategy,  the  empowerment  and  enterprise  zones,  of  course, 
being  part  of  it,  which  also  had  some  of  its  origination  here. 

If  you  bring  in  from  an  entirely  different  vector  the  low-income 
housing  tax  credits,  bring  in  the  earned  income  tax  credits  and 
other  things,  we're  at  a  point  now  where  I  think  we  can  say  we're 
making  a  turn  in  direction  and  some  real  possibilities  open  up  for 
us.  The  bottom  line  of  which  for  me  is  this:  You  either  give  people 
where  they  live  the  tools  they  need  to  build  their  lives  and  to  build 
their  communities,  or  they're  not  going  to  be  able  to  get  it  done. 
It's  just  that  simple.  If  they  had  the  tools  in  the  way  of  the  credit 
access  and  the  margins  of  safety  and  education  and  housing  and 
the  other  things  that  would  have  to  go  into  the  picture,  certainly 
job  opportunities,  if  those  things  are  present,  people  will  take  them 
and  do  what  needs  to  be  done. 

If  we  deny  these  things  through  inadvertence  or  just  for  any 
other  reason,  and  we  starve  communities  and  "ghettoize"  them  in 
terms  of  keeping  out  the  tools  that  have  to  be  there,  they  cannot 
possibly  rebuild  themselves;  it  just  doesn't  work.  You  can't  do  it  in 
a  modern  society.  You've  got  to  have  the  tools  that  enable  you  to 
build  your  way  out  of  the  situation  that  has  come  about. 

And  so  this  is  one  of  the  tools  here  today.  We're  talking  about 
a  structure  that  enables  access  to  capital  at  a  level  where,  by  and 
large,  it  is  not  present  today.  I  see  nothing  on  the  horizon  that  will 
bring  the  kind  of  capital  that  we're  talking  about  in.  When  Pete 
Domenici — I  think  he  and  I  agree  on  this  issue — when  you're  talk- 
ing about  the  need  to  make  the  $15,000  loan  to  the  situation,  that's 
really  a  breakthrough  opportunity.  If  you  don't  have  a  mechanism 
there  that's  designed  to  see  that  and  respond  to  that  and  to  hand 
tend  it  on  through  the  process  and  bring  it  on  up  to  the  point 
where  it  may,  in  fact,  be  a  very  attractive  customer  to  a  traditional 
lender  who  today,  for  the  most  part,  is  not  going  to  go  out  and 
scout  that  loan  out  or  sort  of  work  it. 

Now,  there  are  exceptions  to  that,  but  as  a  general  proposition, 
that  falls  beneath  the  traditional  radar  screen  and  so  I  don't  think 
these  things  should  be  seen  in  conflict. 

I  think  America  has  got  to  fit  together.  We've  got  to  have  a  kind 
of  a  teamwork  approach  and  I  am  all  for  the  traditional  lenders 
getting  in  up  to  their  eyeballs.  I  can  show  you  a  lot  of  things  in 
Flint,  Saginaw,  Pontiac,  and  Benton  Harbor.  I  can  absorb  a  lot  of 
people  for  a  long  time  on  things  that  are  being  done  in  just  one  of 
the  50  States. 

But  this  is  an  idea  whose  time  has  come.  It's  part  of  a  larger 
strategy.  A  larger  strategy  is  coming  into  focus.  It  ought  to  be  em- 
bracedV  It's  not  an  attack  on  the  traditional  system;  it's  a  supple- 
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ment  to  it.  It  is  designed  to  get  the  tools  into  the  hands  of  people 
in  our  country  that  heretofore  have  been  asked  to  build  their  future 
without  the  tools.  You  can't  do  it.  You've  got  to  have  the  tools.  This 
is  one  of  the  tools  and  we're  going  to  try  to  get  it  done. 

Let  me  just  finally  ask  one  question  to  all  of  you.  And  that  is, 
in  the  House,  Representatives  Flake  and  Leach  have  introduced  a 
bill  that  would  do  some  of  the  funding  in  the  proposal  to  start  a 
Bank  Enterprise  Act.  I  would  like  your  critique,  to  the  extent  that 
you  can  give  it,  on  the  Bank  Enterprise  Act  and  if  it  should  be  cou- 
pled with  this  initiative  we're  talking  about  here  this  morning. 

Mr.  NowAK.  I  don't  think  it  should  be  coupled  with  this  initia- 
tive. Part  of  it  has  to  do  with  funding  levels.  So  I  would  just  say, 
no. 

Mr.  Bhargava.  The  five  groups  oppose  the  bill,  in  its  current 
form,  for  two  reasons.  One,  it  contains  a  provision  that  creates  a 
safe  harbor  under  CRA.  Second,  it  obviously  takes  half  of  the 
money  that's  dedicated  for  CDFI's. 

One  thought  that  has  been  expressed  by  a  couple  of  us  is  one 
way  to  address  the  Bank  Enterprise  Act  might  be  to  make  it  self- 
financing.  In  other  words,  if  there's  such  enthusiasm  for  incentives 
for  those  players  in  the  banking  industry  who  are  doing  well,  why 
not  give  them  a  premium  break  and  make  up  that  money  rather 
than  by  using  taxpayer  funds,  assessing  a  premium  increase  on 
those  who  are  doing  poorly?  That's  one  possibility. 

Mr.  Chessen.  Mr.  Chairman,  we're  generally  supportive  of  the 
Bank  Enterprise  Act.  Certainly,  there  are  a  lot  of  details  and 
there's  a  lot  of  concerns,  but  we  think  there  are  some  positive 
things  in  it  as  well.  And  obviously  the  funding  level  is  a  big  compo- 
nent of  this,  and  I  think  that  should  be  looked  at  carefully. 

Mr.  Grogan.  We  would  be  opposed  to  the  linkage  for  the  reasons 
cited. 

The  Chairman.  Let  me  thank  all  of  you.  We  may  have  questions 
we  want  to  submit  for  the  record. 

We've  had  a  good  hearing  here  this  morning.  It's  lasted  a  good, 
long  time  and  we're  making  good  progress.  I  want  to  thank  all  of 
you  for  your  participation.  We'll  be  in  touch  with  you  as  we  go  for- 
ward on  this. 

The  committee  stands  in  recess. 

[Whereupon,  at  1:15  p.m.,  the  hearing  was  adjourned.] 

[Prepared  statements,  response  to  written  questions,  and  addi- 
tional material  supplied  for  the  record  follow:] 
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STATEMENT  OF  SENATOR  CHRISTOPHER  J.  DODD 

Thank  you  Mr.  Chairman.  Let  me  commend  you  for  holding  this  hearing  today 
and,  more  generally,  on  your  efforts  to  restore  economic  growth  to  our  Nation's 
cities.  Your  work  on  the  Community  Development  Banking  and  Financial  Institu- 
tions Act  is  another  example  of  your  commitment  to  the  creation  of  jobs  in  dis- 
tressed communities.  I  am  pleased  to  be  a  cosponsor  of  this  legislation  and  I  look 
forward  to  working  with  you  to  move  this  measure  forward. 

Let  me  eilso  join  in  welcoming  Secretary  Cisneros  and  Under  Secretary  Newman 
here  today.  Although  there  is  still  a  great  deal  of  work  ahead,  both  of  you  have 
worked  diligently  to  develop  programs  that  will  rebuild  and  strengthen  our  commu- 
nities and  I  commend  you  for  your  efforts. 

As  most  of  you  know,  my  home  State  of  Connecticut  was  hit  particularly  hard 
during  the  last  recession.  We  lost  almost  200,000  jobs.  In  communities  across  the 
State — in  Bridgeport,  New  Haven,  Hartford,  New  London,  and  WilUmantic — people 
are  still  struggling  to  find  decent  jobs. 

Of  course,  the  State  of  Connecticut  has  always  had  a  strong  entrepreneurial  tradi- 
tion. Over  the  years,  a  number  of  smart  and  industrious  residents  have  worked  to 
reinvent  the  State's  economy — from  Eli  Whitney  to  Igor  Sikorsky.  And  there  is  a 
whole  new  generation  of  entrepreneurs  in  my  State  who  are  struggling  to  start-up 
a  business  or  expand  a  small  business.  We  need  to  help  them  get  the  capital  they 
need  to  grow  and  create  new  jobs. 

The  Community  Development  Banking  and  Financial  Institutions  Act  will  help. 
It  will  provide  funds  to  Community  Development  Financial  Institutions,  including 
banks,  credit  unions,  and  loan  funds,  which  can  then  lend  money  to  qualified  apph- 
cants  in  the  community. 

The  measure  is  targeted  to  those  communities  that  are  most  in  need  of  help,  poor- 
er communities  that  nave  traditionally  been  underserved  by  financial  institutions. 
Clearly,  there  are  a  number  of  distressed  communities,  particularly  in  our  cities, 
that  need  this  kind  of  assistance. 

But  this  program  will  not  create  a  cumbersome  new  bureaucracy.  It  builds  on  pri- 
vate-sector efforts.  In  recent  years,  a  number  of  Community  Development  Financial 
Institutions  have  helped  provide  capital  and  credit  to  distressed  communities.  This 
legislation  will  strengthen  those  efforts. 

Additionally,  the  bill  requires  certain  Community  Development  Financial  Institu- 
tions to  match  the  Federal  funds  they  receive  doUar-for-doUar.  This  will  help  stretch 
Federal  dollars  and  ensure  that  the  local  financial  institution  is  committea  to  com- 
munity development. 

Of  course,  tne  Community  Development  Banking  and  Financial  Institutions  Act 
is  only  one  part  of  a  larger  program  to  help  distressed  communities.  We  will  need 
to  do  much  more  to  address  tne  shortage  of  capital  and  credit. 

The  Clinton  administration  is  currently  reviewing  the  Community  Reinvestment 
Act  and  will  eventually  suggest  reforms.  That  is  another  important  step  forward. 
But  we  will  also  need  to  move  ahead  with  other  initiatives  to  solve  the  credit 
crunch,  including  the  Interstate  Banking  and  Branching  Act,  Small  Business  Loan 
Securitization,  the  Small  Business  Capital  Access  Program,  and  the  Small  Business 
Incentive  Act. 

I  am  interested  in  any  views  the  witnesses  may  have  on  these  proposals  in  addi- 
tion to  their  views  on  tne  Community  Development  Banking  and  Financial  Institu- 
tions Act. 

Mr.  Chairman,  again,  let  me  commend  you  for  your  work  on  these  issues.  I  look 
forward  to  hearing  irom  our  witnesses. 


STATEMENT  OF  SENATOR  ALFONSE  M.  D'AMATO 

Mr.  Chairman,  I  join  you  in  welcoming  Secretary  Cisneros  and  Treasury  Under 
Secretary  Newman  and  our  other  distinguished  panelists  for  this  morning's  hearing. 
This  is  the  third  hearing  that  this  committee  has  held  this  Congress  on  the  subject 
of  community  development  lending,  and  the  second  hearing  on  tne  administration's 
proposal  to  create  a  Community  Development  Banking  and  Financial  Institutions 
Fund. 

Mr.  Chairman,  we  all  know  that  this  committee's  focus  on  this  issue  is  not  acci- 
dental; it  reflects  a  bipartisan  acknowledgment  of  the  need  to  make  capital  available 
to  distressed  communities.  In  as  much  as  S.  1275  attempts  to  address  the  needs  of 
capital-starved  communities,  I  applaud  this  initiative. 

Mr.  Chairman,  I  hope  that  I  will  be  able  to  continue  working  with  the  administra- 
tion and  yourself,  and  report  out  legislation  that  will  maximize  the  availability  of 
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capital  to  distressed  communities.  We  can  all  agree  that  access  to  capital  is  a  key 
to  economic  revitalization.  And  we  can  all  acknowledge  that  our  ultimate  duty  is 
to  the  people  trapped  in  the  economic  despair  that  permeates  so  many  distressed 
communities.  I  hope  we  can  focus  on  the  fundamental  objective  of  generating  the 
greatest  possible  amount  of  capital  for  community  development,  rather  than  on  the 
particular  means  by  which  we  deliver  available  capital. 

In  furtherance  of  this  goal,  I,  along  with  my  Kepublican  colleagues  on  this  com- 
mittee, introduced  S.  1230,  the  Community  Development  Bank  Act.  This  bill  em- 
bodies a  new  approach  to  the  problems  of  credit-starved,  distressed  communities.  By 
creating  real  incentives  for  banks  and  thrifts  to  establish  or  invest  in  community 
development  banks,  S.  1230  could  create  as  much  as  $193  billion  for  community  de- 
velopment lending,  without  any  Government  assistance. 

Mr.  Chairman,  I  remain  concerned  that  S.  1230  would  exclude  almost  aU  existing 
banks  and  thrifts  from  participation.  As  a  result,  this  bill  fails  to  capitalize  on  exist- 
ing community  development  initiatives.  Again,  we  must  focus  on  the  delivery  of  cap- 
ita, and  not  the  vehicle  by  which  we  deliver  capital. 

I  8mi  also  concerned  that  S.  1230  will  simply  create  another  Government  bureauc- 
racy, while  existing  community  development  programs,  such  as  the  Bank  Enterprise 
Act  and  the  Community  Investment  Corporation  Demonstration  Act,  have  not  oeen 
fully  implemented.  Further,  it  would  seem  logical  to  use  this  opportunity  to  enhance 
the  availability  of  credit  in  all  sectors  of  our  economy,  by  eliminating  unnecessary 
and  burdensome  paperworic  requirements. 

Mr.  Chairman,  these  are  my  central  concerns  with  respect  to  this  bill.  I  invite  Sec- 
retary Cisneros  and  Under  Secretary  Newman  to  address  these  concerns.  Again,  I 
would  like  to  commend  you  and  the  administration  for  the  commitment  that  you 
have  demonstrated  for  a  shared  goal — enhancing  economic  opportunity  in  distressed 
communities  and  for  deprived  individuals  through  creating  greater  access  to  capital. 


STATEME^^^  of  senator  JIM  SASSER 

Thank  you  Mr.  Chairman  for  calling  this  hearing  this  morning  on  the  President's 
Community  Development  Financial  Institution  proposal.  Welcome  Secretary 
Cisneros  and  Under  Secretary  Newman.  Your  presence  here  this  morning  dem- 
onstrates how  serious  this  administration  is  about  solving  a  fundamental  problem: 
the  lack  of  capital  in  our  distressed  neighborhoods. 

Capital  is  the  fuel  of  economic  growth.  It  is  what  makes  the  engine  run.  The  ad- 
ministration's proposal  strives  to  provide  some  much  needed  capital  to  our  dis- 
tressed communities. 

The  proposal  before  us  would  supply  the  fuel  needed  to  start  small  businesses, 
and  to  create  jobs  where  they  are  scarce. 

I  look  forward  to  the  testimony  of  both  of  our  panels  this  morning.  Thank  you 
Mr.  Chairman. 


STATEMENT  OF  SENATOR  BEN  NIGHTHORSE  CAMPBELL 

S.  1275  Statement:  Major  Points 

1.  People  in  distressed  communities  have  little  access  to  credit,  and  can't  buUd 
homes  or  businesses. 

2.  Most  of  the  attention  is  on  inner-city  credit  access.  Rural  communities  and  In- 
dian reservations  also  lack  access  to  credit,  and  we  must  ensure  this  bill  addresses 
their  needs  too. 

3.  This  is  just  a  first  step — let's  not  water  it  down,  but  start  thinking  about  the 
next  step. 

Secretary  Cisneros,  Under  Secretary  Newman,  I  appreciate  you  taking  time  from 
your  busy  schedules  to  talk  about  this  bill. 

I  think  this  is  an  important  piece  of  legislation.  In  fact,  I  am  one  of  the  original 
cosponsors  of  S.  1275,  because  it's  obvious  that  many  poor  communities  iust  don't 
have  access  to  credit.  Because  of  the  perceived  risks  involved,  traditional  bankers 
just  do  not  loan  in  low-income  communities.  Some  brave  and  committed  people  put 
their  money  where  their  mouths  were  and  started  financial  institutions  to  specifi- 
cally serve  disadvantaged  communities.  Several  groups  in  Colorado  (such  as  the 
Denver  Community  Reinvestment  Alliance  and  others  in  Denver,  the  El  Pueblo 
Inter-Development  Corp.  in  Colorado  Springs,  the  Mi  Casa  Business  Center  for 
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Women  (Denver),  and  Larimer  County  Human  Development  in  Fort  Collins)  com- 
mitted themselves  to  working  in — and  helping  out — people  who  just  couldn't  con- 
vince banks  to  take  a  chance. 

I  want  to  make  a  special  case  for  making  rural  areas  and  Indian  reservations  part 
of  this  bill.  Since  Colorado  is  primarily  a  rural  State,  we  have  some  special  fmancial 
needs.  My  State  is  full  of  small  agricultural  communities  that  rely  on  one  small, 
home-town  bank  for  all  of  their  financial  services.  One  bank  may  serve  an  area  cov- 
ering hundreds  of  square  miles.  Some  rural  communities  are  struggling  economi- 
cally, and  I  want  to  make  sure  that  rural  banks,  if  they  primarily  serve  rural  areas 
or  reservations,  can  take  advantage  of  this  program. 

Also,  as  you  know,  Mr.  Chairman,  I  serve  as  a  representative  for  American  Indi- 
ans all  across  the  country.  In  Colorado  and  many  other  States,  Indian  reservations 
also  lack  financial  resources  and  banking  services  which  keeps  Native  Americans 
from  developing  local  businesses.  Financial  institutions  that  primarily  serve  Native 
American  communities  should  also  be  eligible  for  the  CDFI  Fund  services  provided 
under  this  proposal. 

The  ultimate  goal  here  is  to  convince  traditional  financial  institutions  to  service 
all  communities,  including  distressed  neighborhoods.  Otherwise,  I  think  we  run  the 
risk  of  a  two-tiered  banking  system:  one  made  up  of  traditional  banks  for  white  and 
wealthier  conununities,  and  one  made  up  of  Government-subsidized  community  de- 
velopment institutions  for  minority  and  disadvantaged  communities.  I  think  the  ad- 
mimstration's  plans  to  revamp  enforcement  of  the  Community  Reinvestment  Act  is 
one  way  to  encourage  greater  tank  participation  in  low-income  communities. 

Thank  you,  Mr.  Chairman,  for  your  leadership  on  this  legislation,  and  I  hope  we 
can  move  it  quickly  through  Congress. 
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Chairman  Riegle,  Members  of  the  Senate  Banking  Committee,  thank  you  for  giv- 
ing me  the  opportunity  to  speak  to  you  today  in  favor  of  the  Community  Develop- 
ment Financial  Institutions  Act  of  1993. 

As  you  know,  President  Clinton  has  made  conmiunity  empowerment  a  centerpiece 
of  his  administration's  efforts  to  put  people  first.  Empowering  communities,  inmvid- 
uals,  and  families  means  giving  tnem  the  tools  to  improve  their  lives,  their  economic 
circumstances,  and  their  physical  and  social  environment.  No  tool  is  more  essential 
for  empowerment  than  capital.  Without  the  means  to  start  a  business,  purchase 
eauipment,  make  a  payroll,  invest  in  property,  finance  affordable  housing,  pay  for 
education  and  health  care,  and  provide  for  one's  family,  it  is  very  diflicult  to  gen- 
erate the  economic  momentum  needed  to  lift  people  out  of  poverty  and  revitalize 
their  neighborhoods. 

At  the  Department  of  Housing  and  Urban  Development  we  are  daily  confronted 
with  the  gap  between  our  limited  budget  resources  and  the  enormous  cost  of  re- 
building communities.  No  combination  of  Federal,  State,  and  local  government  pro- 
grams alone  can  generate  enough  dollars  to  handle  all  of  the  challenges  we  face  in 
urban  revitalization.  Private  sector  investment  is  absolutely  critical  to  accomplish- 
ing the  tasks  required.  As  it  is  often  said,  "the  best  social  program  is  a  job,  and 
we  need  more  private  capital  in  underserved  urban  and  rural  areas  to  create  the 
jobs,  incomes,  and  tax  base  needed  to  support  the  kinds  of  opportunities  for  housing, 
community,  and  human  development  that  should  be  fully  available  to  every  Amer- 
ican. 

The  central  problem  is  disinvestment — the  lack  of  new  investment  and  the  with- 
drawal of  existing  investments.  Put  another  way,  it  is  a  case  of  putting  people  last, 
not  first — a  story  of  families,  institutions,  homes,  and  businesses  chronically  de- 
prived of  capital  and  daily  denied  access  to  credit. 

This  situation  is  especially  troubling  in  many  areas  of  this  country  due  to  the 
growing  concentration  of  low-income  minorities  in  inner-city  neighborhoods.  Experts 
call  it  spatial  separation  by  income  and  race."  Lack  of  access  to  capital  greatly  mag- 
nifies these  patterns  of  economic  and  social  neglect,  because  minorities  have  much 
higher  loan  rejection  rates  than  whites,  and  people  with  low  incomes  have  mudi 
higher  loan  rejection  rates  than  people  with  hi^  incomes. 

These  disparities  in  lending  have  been  conlirmed  for  1990  and  1991  by  the  Fed- 
eral Reserve  System  using  national  data  available  through  the  Home  Mortgage  Dis- 
closure Act.  For  conventional  home  purchase  loans,  the  Federsd  Reserve  study  found 
in  1991  that  the  loan  approval  rate  for  high-income  applicants  was  20  percentage 
points  greater  than  for  low-income,  20  percentage  points  higher  for  whites  compared 
to  bl£u:k  applicants,  and  10  percentage  points  higher  for  whites  than  for  Hispanic 
applicants. 

The  Federal  Reserve  Bank  of  Boston's  study  of  home  mortgage  lending  in  the  Bos- 
ton metropolitan  area  found  that  black  and  Hispanic  loan  applicants  were  60  per- 
cent more  likely  to  be  turned  down  for  a  loan  than  were  white  applicants  with  simi- 
lar jobs  and  incomes,  applying  for  mortgage  loans  on  the  same  types  of  housing  and 
neighborhoods. 

What  is  desperately  needed  is  to  raise  incomes  and  promote  diversity  across  com- 
munities. To  accomplish  these  goals  requires  increased  capital  for  loans,  grants,  and 
equity  investments.  We  cannot  expect  people  to  do  much  economic  lifting  if  they  are 
unable  to  obtain  capital.  New  sources  of  private  financing  are  absolutely  essential 
to  solve  our  Nation  s  problems,  both  for  rebuilding  existing  communities  and  for 
helping  low-income  minorities  move  to  new  environments. 

Where  will  the  dollars  come  from  to  address  the  vast  range  of  economic  needs? 
The  U.S.  Treasury  Department  estimates  that  low-income  communities  need  an  im- 
mediate iniusion  of  $15  billion  in  credit.  For  example,  a  San  Diego  study  of  small 
businesses  in  a  low-  and  moderate-income  multi-ethnic  area  found  that  just  17  per- 
cent of  those  surveyed  were  able  to  obtain  bank  loans,  and  then  only  loans  guaran- 
teed by  the  Small  Business  Administration.  These  figures  are  in  line  with  other  re- 
ported surveys  of  small  and  minority  business  owners.  In  many  communities  around 
the  country,  people  are  unable  to  obtain  basic  banking  services.  South  Central  Los 
Angeles,  for  example,  has  steadily  been  losing  bank  branches,  and  many  residents 
must  pay  high  fees  to  get  their  checks  cashed  at  local  stores.  What  these  conunu- 
nities  need  are  local  financial  institutions  run  by  professional  business  managers 
that  specialize  in  serving  low-  and  moderate-income  people  and  neighborhoods. 

Federal  housing  and  community  development  programs  are  designed  to  be  used 
as  leverage  to  attract  other  forms  of  capital.  Mortgage  insurance,  subordinated 
loans,  grants — all  of  these  require  other  sources  of  funds  to  be  utilized  successfully. 
Credit  enhancement  vehicles  will  not  work  if  there  is  no  credit  available  to  "en- 
hance." We  believe  that  non-traditional  private  financial  institutions  can  play  an  im- 
portant role  in  making  our  affordable  housing  and  community  development  initia- 


157 

tives  more  effective.  This  is  the  purpose  of  the  Community  Development  Financial 
Institutions  Act  of  1993.  These  specialized  lenders,  community  development  banks, 
credit  unions,  loan  funds,  community  development  corporations,  and  others,  can 
make  a  big  difference  in  providing  essential  banking  services,  technical  assistance 
and  development  expertise,  and  most  importantly,  financial  capital  devoted  to  com- 
munity revitalization. 

In  fact,  the  Treasury  Department  estimates  that  the  Community  Development  Fi- 
nancial Institutions  bill,  with  the  private  matching  requirements  and  the  leveraging 
of  additional  private  and  public  capital,  can  generate  more  than  $2  billion  in  new 
capital  and  create  between  40,000  and  80,000  new  jobs. 

Let  me  give  you  a  typical  example  of  how  Community  Development  Financial  In- 
stitutions work  in  partnership  with  Federal  housing  programs  to  fulfill  important 
community  needs.  A  local  non-profit  group  wants  to  acquire  and  rehabilitate  a  30- 
unit  apartment  building  and  keep  the  rents  affordable  at  $350  per  month.  The  total 
cost  of  this  project  is  a  little  over  $1  million,  or  about  $35,000  per  unit.  The  non- 
profit obtains  a  deferred  repayment  "soft  second"  loan  from  the  local  government 
using  Community  Development  Block  Grant  Funds  covering  about  $8,000  per  unit, 
and  gets  an  allocation  of  Federal  Low-Income  Housing  Tax  Credits  from  the  State 
Housing  Finance  Agency  for  another  $17,000  per  unit. 

With  these  funds,  the  affordable  rents  will  cover  the  debt  service  on  a  long-term, 
market  rate,  first  mortgage  loan  of  $300,000.  This  project  is  now  privately  bankable 
and  relatively  low-risk.  But  does  that  mean  the  loan  will  be  forthcoming?  Not  nec- 
essarily. Many  private  lending  institutions  will  refuse  to  loan  the  money  for  a  whole 
variety  of  reasons,  ranging  from  the  relatively  small  dollar  amount  of  the  loan,  to 
the  nature  of  the  borrower,  or  the  type  of  neighborhood,  or  because  the  lender  may 
be  unable  to  sell  the  loan  to  the  secondary  mortgage  market.  Community  Develop- 
ment Financial  Institutions  have  the  technical  expertise  and  the  commitment  to  the 
neighborhood  to  successfully  originate  and  service  these  loans.  They  enable  our  Gov- 
ernment financing  assistance  to  deliver  more  effectively  on  our  policy  goals  for  com- 
munity revitalization. 

For  example,  the  South  Shore  Bank's  commitment  to  its  community  service  area 
has  included  a  substantial  investment  in  affordable  housing.  More  than  half  of  their 
loans  have  been  for  rehabilitation  of  the  multifamily  housing  stock  in  the  neighbor- 
hood, accounting  for  over  6,000  renovated  units.  Most  of  these  projects  required 
multiple  financing,  with  the  bank's  loans  complementing  various  other  private  and 
public  sources  of  capital,  including  HUD  programs  ranging  from  Section  8  to  Com- 
munity Development  Block  Grant  funds.  Without  Community  Development  Finan- 
cial Institutions  such  as  Shorebank  to  do  their  part,  none  of  these  other  programs 
could  have  made  a  positive  impact  on  the  community. 

The  profitability  of  Shorebank,  and  the  solid  track  record  of  its  counterparts  in 
Pine  Bluff,  Arkansas,  Durham,  North  Carolina,  Brooklyn,  New  York,  Los  Angeles, 
California,  and  numerous  other  communities  also  demonstrate  that  good  social  pol- 
icy is  good  business.  The  loan  repayment  rate  by  low-income  borrowers  has  been 
consistently  found  by  lenders  who  have  engaged  in  this  type  of  financing  to  be  in 
an  acceptable  range.  Most  of  the  borrowers  are  highly  motivated  to  repay  their 
debts  when  given  what  is  still  mostly  an  unusual  and  infrequent  opportunity  to  own 
their  own  home,  put  their  kids  through  school,  or  start  their  own  business. 

Community  Development  Financial  Institutions,  even  in  their  expanded  number 
and  level  of  capital  with  the  Federal  support  provided  through  this  legislation,  will 
not  be  able  to  cover  the  full  range  of  capital  needs  for  low-  and  moderate-income 
communities.  That  is  why  the  Clinton  administration  is  moving  to  implement  a 
broad  series  of  initiatives  to  make  more  private  capital  available  for  loans  and  in- 
vestments in  inner-city  communities. 

First,  the  President  has  recommended  strengthening  enforcement  of  the  Commu- 
nity Reinvestment  Act,  which  should  greatly  expand  the  level  of  financing  available 
for  community  development  from  loans  made  with  the  trillions  of  dollars  in  deposits 
from  mainstream  financial  institutions.  The  CRA  is  absolutely  vital  to  the  future 
of  low-  and  moderate-income  communities,  and  let's  make  no  mistake  about  it — the 
Community  Development  Financial  Institutions  bill  is  not  a  substitute  for  a  stronger 
CRA. 

Second,  President  Clinton  recently  signed  the  Budget  Reconciliation  Bill.  This  in- 
cluded the  Empowerment  Zones  and  Enterprise  Communities  Act  of  1993,  which 
will  bring  investment  capital  into  distressed  communities  through  tax  incentives, 
wage  subsidies.  Federal  grants,  and  regulatory  assistance.  It  also  included  the  per- 
manent extension  of  the  Low  Income  Housing  Tax  Credit,  the  State  and  Local  Mort- 
gage Revenue  Bond  program,  and  additional  tax  incentives  for  real  estate  invest- 
ment and  pension  fund  investment  in  housing  and  urban  development. 
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At  HUD,  we  are  doing  our  part — working  to  strengthen  CRA,  implement 
Empowerment  Zones,  and  improve  the  delivery  system  for  the  tax  incentives  for  af- 
foraable  housing  production.  We  are  also  doing  much  more  to  mobilize  capital  for 
communities.  For  example,  we  are  developing  the  guidelines  for  the  Government 
Sponsored  Enterprises:  multi-billion  dollar  annual  goals  for  financing  affordable 
housing  through  Fannie  Mae  and  Freddie  Mac.  We  are  working  hard  to  revitalize 
the  FHA  single-family  and  multi-family  mortgage  insurance  programs,  and  are  be- 
ginning to  see  positive  results  in  terms  of  increased  production.  We  are  simplifying 
and  expanding  the  effectiveness  of  the  Community  Development  Block  Grants  and 
the  HOME  program. 

And  we  are  generating  an  array  of  new  initiatives,  several  of  which  are  now  being 
considered  by  your  conrmiittee:  the  National  Partnership  for  Community  Investment, 
designed  to  attract  pension  fund  capital  for  affordable  housing  investment;  and  the 
National  Community  Development  Initiative,  intended  to  increase  the  level  of  phil- 
anthropic funding  for  community  development  corporations.  Our  HUD  initiatives 
are  an  integral  part  of  the  aggressive  and  multi-faceted  Clinton  administration 
agenda  to  bring  capital  back  to  empower  people  at  the  local  level  to  create  better 
communities  and  greater  economic  opportunity. 

Mr.  Chairman,  I  could  take  a  great  deal  of  the  committee's  time  citing  numerous 
examples  of  the  success  stories  of  the  existing  Community  Development  Financial 
Institutions  in  providing  the  capital  for  job  creation,  small  business  growth,  afford- 
able housing,  and  community  development.  Indeed,  President  Clinton  did  just  that 
in  July  when  he  introduced  bankers  and  entrepreneurs  that  had  worked  together 
to  create  a  better  life  for  people  and  communities  that  need  a  helping  hand.  The 
Members  of  this  committee  are  well  aware  of  the  beneficial  value  of  this  legislation, 
and  Senators  Riegle  and  Sarbanes  have  in  particular  fought  for  community  develop- 
ment lending  through  stronger  CRA  enforcement  and  by  supporting  more  special- 
ized endeavors.  Let  me  simply  say  that  our  problems  are  urgent,  the  need  is  great, 
and  the  Federal  budget  no  longer  has  the  wherewithal  to  pour  money  into  large 
grant  programs. 

What  we  can  do  is  tap  the  best  from  the  entrepreneurial  and  the  community  serv- 
ice worlds  and  blend  their  spirit  into  a  creative  capitalism  that  will  generate  more 
jobs,  better  housing,  and  a  brighter  future  for  even  the  poorest  and  most  disadvan- 
taged in  our  great  Nation.  Thank  you. 


STATEMENT  OF  FRANK  N.  NEWMAN 
Under  Secretary  of  the  Treasury 

September  8,  1993 

Mr.  Chairman  and  Members  of  the  committee,  I  am  pleased  to  appear  before  you 
today,  joining  Secretary  Cisneros,  to  discuss  further  the  administration's  program 
to  assist  Community  Development  Financial  Institutions.  Thanks  in  part  to  our 
common  efforts  these  nontraditional  financial  institutions  are  widely  recognized  as 
having  an  important  part  to  play  in  revitalizing  economically  distressed  areas  of  our 
country. 

Community  development  financial  institutions  are  driven  by  public  purposes  and 
social  values,  as  well  as  traditional  marketplace  factors.  They  specialize  in  providing 
capital,  credit,  and  other  financial  services  to  distressed  conununities  and  popu- 
lations. And  a  large  part  of  their  mission  involves  developing  human  capital  throurfi 
technical  assistance  and  other  means  intended  to  promote  community  self-suili- 
ciency. 

The  administration's  community  development  bank  program  seeks  to  strengthen 
non-traditional  financial  institutions  that  have  long  worked  to  promote  community 
development. 

I.  Principles  Underlying  the  Administration's  Proposal 

The  best  starting  point  for  discussing  our  program  is  to  review  the  principles  that 
have  guided  the  administration  in  this  effort.  Secretary  Bentsen  outlined  these  prin- 
ciples in  testimony  before  this  committee  on  July  15,  1993.  First,  use  private  capital 
to  leverage  any  Federal  funds  provided.  Second,  give  preference  to  those  institutions 
that  can  become  self-sustaining.  Third,  allow  program  managers  the  flexibility  need- 
ed to  experiment  and  develop  the  most  effective  programs.  Fourth,  have  the  pro- 
gram adjninistered  by  a  separate  agency  with  dedicated  funding  and  a  primary 
focus  on  revitalizing  distressed  areas.  Fifth,  view  community  development  banks  as 
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a  supplement  to,  and  not  a  substitute  for,  active  community  lending  by  institutions 
subject  to  the  CRA. 

Private  Capital 

The  success  of  the  Community  Development  Financial  Institutions  initiative  will, 
to  a  significant  extent,  depend  on  attracting  private  capital  to  the  effort.  Private 
capital  will  leverage  the  assistance  provided  by  the  Fund,  and  thereby  amplify 
CDFIs'  overall  lending  capacity.  And  raising  private  capital  provides  a  form  of  mar- 
ket discipline,  requiring  any  given  CDFI  to  demonstrate  its  effectiveness  and  finan- 
cial viability  to  prospective  donors  and  investors. 

Self-Sustaining  Institutions 

This  program  focuses  on  establishing  and  strengthening  financial  intermediaries 
that  have  a  good  chance  of  becoming  self-sustaining.  In  view  of  the  numerous  and 
conflicting  demands  for  scarce  public  resources,  one  cannot  realistically  expect  the 

{>rogram  to  serve  as  the  primary,  permanent  source  of  funding  for  non-traditional 
enders.  Nor  would  one  make  optimal  use  of  these  scarce  resources  if  this  program 
became  another  source  of  Federal  dollars  for  State  and  local  governments,  much  less 
if  those  governments  could  simply  repackage  their  existing  efforts.  To  the  maximum 
extent  possible,  we  want  to  support  those  Community  Development  Financial  Insti- 
tutions adept  at  securing  long-term,  non-Governmental  equity  and  working  capital. 

Independent  Administration 

We  think  the  community  development  initiative  is  too  impwrtant  simply  to  be 
added  to  some  Government  agency's  long  list  of  other  responsibilities.  A  separate 
entity  has  the  best  chance  of  dedicating  its  full-time  enei^  and  resources  to  the 
task  of  community  development,  while  serving  as  an  institutional  voice  and  focal 
point  for  the  concerns  of  the  parties  affected. 

Management  Flexibility 

In  managing  the  program,  the  new  agency  will  need  flexibility  precisely  because 
the  program  is  new  and  innovative.  One  cannot  say  with  certainty  and  in  detail 
what  will  work  and  what  will  not.  Hence  we  generally  believe  it  best  to  have  statu- 
tory operating  guidelines  govern  the  provision  of  assistance  rather  than  rigid,  man- 
datory requirements. 

II.  Major  Provisions  of  S.  1275 

The  administration's  program  would  support  a  wide  variety  of  Community  Devel- 
opment Financial  Institutions.  Those  institutions'  primary  mission  would  be  to  pro- 
vide lending,  equity  investment,  and  development  services  to  targeted  areas  and 
populations.  The  core  of  the  program  involves  establishing  a  Community  Develop- 
ment Banking  and  Financial  Institutions  Fund  (the  Fund)  to  provide  financial  and 
technical  assistance  to  newly  established  and  existing  CDFIs.^  The  administration 
is  requesting  $382  million  through  FY  97  to  support  the  Fund. 

The  criteria  for  awarding  assistance  give  priority  to  applicants  that:  (1)  are  likely 
to  become  self-sustaining;  (2)  provide  a  broad  array  of  services;  (3)  serve  targeted 
areas  or  populations  of  greatest  need;  (4)  provide  significant  broad-based  benefits; 

(5)  demonstrate  community  support  and  involve  the  community  in  governance;  and 

(6)  show  legally  enforceable  matching  commitments. 

The  Fund  could  provide  qualified  CDFIs  a  wide  range  of  assistance  in  the  form 
of  equity  investments,  loans,  deposits  or  credit  union  shares,  grants,  and  technical 
assistance  (including  training).  'Through  such  assistance  the  Fund  could  support  the 
formation  of  new  institutions  and  could  enable  existing  institutions  to  expand  their 
current  activities.  Any  equity  investment  must  be  structured  so  that  the  Fund  does 
not  control  the  assisted  institution.  Limits  are  placed  on  the  amounts  of  assistance 
CDFIs  may  receive  from  the  Fund  and  matching  requirements  apply.^  Moreover,  as- 
sistance may  be  used  only  for  activities  consistent  with  the  purposes  of  the  Act. 


^To  qualify  for  assistance  a  CDFI  must  have  as  its  primary  mission  providing  capital,  credit, 
or  development  services  in  investment  areas  or  to  populations  that  are  low-income,  or  disadvan- 
taged ana  underserved  by  existing  financial  institutions.  The  CDFI  must  also  encourage  commu- 
nity input  through  representation  on  its  governing  board  or  otherwise. 

*The  Fund  may  provide  up  to  $5  million  of  assistance  per  application  to  any  one  qualified 
insured  depository  CDFI  and  up  to  $2  million  per  application  to  any  other  qualified  CDFI.  More- 
over, insured  depository  CDFIs  must  match  Fund  assistance  with  at  least  one  dollar  of  private 
money  for  each  dollar  received  from  the  Fund;  the  Board  will  determine  matching  requirements 
for  other  CDFIs.  CDFIs  are  not  required  to  match  technical  assistance;  and  insured  depository 
CDFIs  need  not  match  assistance  in  the  form  of  deposits  or  credit  union  shares  of  $100,000  or 
lees. 
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III.  Comments  on  Certain  Outstanding  Issues 

A  number  of  questions  and  issues  have  been  raised  since  the  President  announced 
this  program  on  July  15,  and  I  would  like  to  take  this  opportunity  to  discuss  some 
of  these  issues.  Most  important  among  the  latter  are  ( 1)  the  program's  relationship 
to  CRA,  (2)  the  program's  relationship  to  the  Bank  Enterprise  Act,  (3)  the  role  of 
commercial  banks,  and  (4)  the  governance  of  the  Fund. 

Relationship  to  Community  Reinvestment  Act 

Some  bankers  and  others  have  advocated  giving  banks  that  invest  in  Community 
Development  Financial  Institutions  a  safe  harbor  from  CRA  challenges,  or  the  same 
CRA  rating  as  the  CDFI  they  invest  in.  However,  we  view  the  CDFI  initiative  as 
complementary  to  the  CRA,  and  not  as  a  trade-off  for  CRA  obligations.  While  the 
CRA  requires  Banks  and  thrifts  to  help  meet  the  credit  needs  of  the  entire  commu- 
nity in  which  they  do  business,  the  primary  market  of  the  typical  bank  or  thrift  re- 
mains mainstream  America,  not  distressed  America. 

To  make  the  CRA  more  responsive  to  the  needs  of  low-  and  moderate-income  pop- 
ulations, some  revisions  in  its  implementation  are  required.  The  current  CRA  sys- 
tem relies  too  heavily  on  documentation  rather  than  actual  performance.  Accord- 
ingly, the  President  has  requested  that  the  four  bank  regulators  issue,  by  the  begin- 
ning of  next  year,  new  CRA  regulations  emphasizing  actual  performance  in  provid- 
ing lending,  investment,  and  banking  services  to  low-  and  moderate-income  people. 

On  balance,  CRA  reform  should  extend  banks'  activities  deeper  into  needy  sectors 
of  their  communities,  while,  at  the  same  time,  the  CDFI  program  strengthens  non- 
traditional  lenders,  helping  to  bring  distressed  communities  more  into  mainstream 
America. 

Relationship  to  Bank  Enterprise  Act 

Some  Members  of  the  committee  have  expressed  an  interest  in  using  the  Bank 
Enterprise  Act  to  promote  community  lending.  In  brief,  the  Act  would  remice  deposit 
insurance  premiums  for  institutions  that  make  qualified  loans  and  investments  in 
distressed  communities.  A  Community  Enterprise  Assessment  Credit  Board  would 
determine  the  amount  of  money  necessary  to  provide  credits  that  will  induce  the 
desired  loans  and  investments. 

We  are  looking  carefully  at  the  steps  necessary  to  implement  the  BEA,  including 
planning  how  it  would  operate  and  aetermining  what  it  could  achieve  in  a  reason- 
able period  of  time.  We  intend  to  have  more  specifics  to  share  with  you  later. 

Role  of  Commercial  Banks 

Many  bankers  and  others  have  advocated  expanding  the  eligibility  of  institutions 
that  may  receive  funding  under  the  CDFI  program  to  include  commercial  banks 
whose  primary  mission  is  not  promoting  community  development.  We  find  this  argu- 
ment difficult  to  accept  for  a  number  oireasons. 

The  primary  intent  of  the  CDFI  program  is  to  provide  assistance  to  non-tradi- 
tional lenders  that  have  long  had  a  primary  mission  of  providing  capital,  credit,  and 
other  financial  services  to  underserved  populations  and  distressed  areas.  With  fund- 
ing for  the  program  limited,  we  believe  it  is  important  that  the  program  focus  on 
institutions  whose  primary  purpose  is  community  development. 

Also,  lenders  that  do  not  have  community  development  as  their  primary  mission 
may  still  take  advantage  of  other  public  sector  programs  designed  to  promote  com- 
munity development  through  small  business  and  affordable  housing  financing.  In- 
cluded among  these  are  SBA  loan  guarantees,  low  income  housing  tax  credits,  HUD 
loan  guarantees  for  community  development  activities,  and  various  affordable  hous- 
ing programs,  which  Secretary  Cisneros  is  making  more  effective,  among  others. 

Finally,  commercial  banks'  financial  capacity  to  support  community  development 
has  seldom  been  greater.  Banks  as  a  group  have  returned  to  robust  financial  health 
following  the  difficulties  of  the  past  decade.^ 

Governance  of  the  Fund 

The  Banking  Committee's  staff  asked  us  to  comment  on  an  alternative  model  for 
the  governance  of  the  Fund.  Under  the  alternative,  the  Fund  would  be  headed  by 
a  single  Administrator,  similar  to  the  Administrator  of  the  Small  Business  Adminis- 
tration. The  Administrator  would  be  appointed  by  the  President,  with  the  advice 


^The  FDIC  report*  that  commercial  bank  net  income  for  the  first  quarter  1993  reached  a 
record  high  $10.9  billion;  average  ROA  rose  to  1.24  percent;  ROE  reached  a  record  16.2  percent; 
and  equity  capital  registered  its  largest  quarterly  increase  since  1973 — up  $10.1  billion  to  7.8 
percent  of  total  assets.  According  to  the  FDIC,  the  improvement  in  profitability  was  widespread: 
banks  in  all  six  regions  of  the  country  and  in  all  four  size  groups  had  ROA  averages  exceeding 
1  percent 
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and  consent  of  the  Senate.  The  Administrator  would  woric  with  a  15-member  Com- 
munity Development  Advisory  Board,  consisting  of  the  Secretaries  of  Agriculture, 
Commerce,  Housing  and  Urban  Development,  and  Treasury;  the  Administrator  of 
the  Small  Business  Administration;  and  10  private  citizens,  with  relevant  knowl- 
edge and  experience,  appointed  by  the  President. 

This  structure,  although  different  from  that  originally  proposed  by  the  adminis- 
tration, accords  with  our  objectives.  The  Fund  remains  a  separate  agency  within  the 
Executive  Branch.  The  advisory  board  would  provide  the  Fund  with  a  balance  of 
viewpoints  between  public  and  private  interests.  Because  there  would  be  fewer  indi- 
viduals involved  in  the  direct  management  of  the  Fund,  the  alternative  structure 
might  reduce  the  Fund's  administrative  expenses  without  compromising  major 
goals. 

IV.  Conclusion 

As  Secretary  Bentsen  noted  in  his  testimony  before  this  committee  in  July,  estab- 
lishing a  separate  entity  focused  on  community  development  financing  would  con- 
stitute an  important  step  in  responding  to  a  demonstraole  and  critical  need  in  dis- 
tressed communities.  This  administration  is  committed  to  empowering  communities 
and  individuals  to  help  themselves.  This  legislation  will  help  to  turn  that  commit- 
ment into  action. 

Mr.  Chairman,  I  want  to  take  this  opportunity  to  commend  you.  Senator  D'Amato, 
and  other  Members  of  the  committee  for  the  seriousness  and  energy  you  are  bring- 
ing to  this  elTort.  I  want  to  assure  you  that  the  administration  looks  forward  to 
working  with  you  to  achieve  our  common  objectives  on  a  timely  basis. 

I  would  be  pleased  to  respond  to  any  questions  you  might  have. 


TESTIMONY  OF  JEREMY  NOWAK 

Executive  Director,  Delaware  Valley  Community  Reinvestment  Fund 

Chairman,  National  Association  of  Community  Development  Loan  Funds 

on  behalf  of 
The  Coalition  of  Community  Development  Financl\l  Institutions 

September  8,  1993 

Summary  of  Prepared  Comments 

The  Coalition  of  Community  Development  Financial  Institutions,  representing 
some  300  established  CDFIs  of  various  types  and  sizes  in  42  States,  the  District  of 
Columbia,  Puerto  Rico,  and  American  Samoa,  supports  S.  1275,  the  Community  De- 
velopment Financial  Institutions  Act  of  1993. 

This  initiative,  as  one  part  of  a  broader  strategy  to  increase  access  to  credit  and 
venture  capital  in  America's  poor  and  working  class  communities,  represents  a 
much-needed  commitment  to  economic  and  social  redevelopment  based  on  entre- 
preneurial spirit,  fiscal  responsibility,  and  primarily  private  funding  sources.  It  em- 
bodies sound  public  policy  principles,  building  on  private  and  voluntary  sector  suc- 
cess. It  rewards  performance.  It  integrates  social  values  and  sound  business  prac- 
tices. It  views  low-income  neighborhoods  not  only  as  places  of  need,  but  also  as 
places  of  capacity  and  power  and  potential.  And  it  uses  public  money  to  leverage 
private  sector  capital  and  participation,  rather  than  building  another  public  sector 
bureaucracy. 

Legislative  Recommendations 

The  CDFI  Coalition  recommends  several  changes  to  strengthen  S.  1275: 

1.  Require  qualifying  CDFIs  to  document  that  at  least  75  percent  of  their  re- 
sources are  used  for  community  development  financing  and  related  program  activi- 
ties. 

2.  Establish  a  single  funding  limit  for  all  applicants. 

3.  Include  a  comprehensive  training  program. 

4.  Cap  administrative  costs  at  10  percent  of  the  annual  budget. 

5.  Expand  the  Board  to  include  broader  representation  of  CDFI  practitioners. 

6.  Increase  the  funding  levels.  CDFIs  are  good  investments  that  provide  both  fi- 
nancially and  socially  documentable  returns. 

7.  Create  permanent  funding  sources. 

8.  Clarify  the  role  of  performance-based  lending  and  investing  in  the  governance 
of  the  proposed  national  CDFI  network. 
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CDFIs  and  Conventional  Lenders 

CDFIs  often  serve  as  bridges  between  conventional  lenders  and  unconventional 
borrowers.  The  CDFI  Coalition  supports  and  applauds  conventional  lending  pro- 
grams that  bring  credit  and  hope  to  low-income  communities,  to  minorities,  and  to 
underserved  mancets. 

There  is  no  reasonable  justification  for  opening  the  CDFI  program  in  S.  1275  to 
financial  institutions  that  do  not  pursue  community  development  as  their  primary 
mission.  S.  1275  would  encourage  established  conventional  institutions  to  re-focus 
their  mission  and  new  institutions  to  commit  themselves  to  doing  well  by  doing 
good.  In  addition,  a  program  with  severely  limited  resources  such  as  this  one  must 
seek  the  biggest  bang  for  the  buck  with  the  taxpayers*  money.  A  few  million  dollars 
of  public  fiinds  into  Dank-sponsored  CDCs  will  not  change  their  lending  strategy, 
penormance,  or  mission. 

CDFIs  and  the  Community  Reinvestment  Act 

Expanding  the  capacity  of  the  CDFI  industry  and  increasing  conventional  lending 
in  distressed  communities  is  not  an  "either-or^  choice  but  a  "Tjoth-and"  proposition. 
President  Clinton  has  linked  his  CDFI  proposal  to  CRA  reform,  and  he  appro- 
priately put  the  two  issues  on  parallel  but  separate  tracks.  Changes  in  CRA  can  and 
should  be  made  administratively.  The  Coalition  supports  the  President's  efforts  to 
use  a  performance-based  measure  for  CRA  lending  and  to  reject  any  notion  of  a 
CRA  safe  harbor.  We  also  strongly  support  efforts  to  level  the  plajdng  field  by  ex- 
tending CRA  to  cover  the  so-called  "parallel  banking  system." 

Testimony 

Mr.  Chairman  and  distinguished  Members  of  the  Committee  on  Banking,  Hous- 
ing, and  Urban  Affairs,  thank  you  for  this  opportunity  to  discuss  S.  1275,  President 
Chnton's  proposal  to  create  a  national  network  of  Community  Development  Finan- 
cial Institutions  (CDFIs). 

I  am  Jeremy  Nowak,  Executive  Director  of  the  Delaware  Valley  CommuniW  Rein- 
vestment Fund  (DVCRF),  a  $12  million  financial  intermediary  based  in  Philadel- 
phia, PA.  In  addition,  I  currently  serve  as  Chairman  of  the  National  Association  of 
Community  Development  Loan  Funds  (NACDLF),  also  based  in  Philadelphia.  Mate- 
rials describing  DVCRF  and  NACDLF  are  appended  to  my  testimony. 

I  have  been  asked  to  appear  today  on  behalf  of  the  Coalition  of  Community  Devel- 
opment Financial  Institutions,  which  represents  some  300  established  CDFIs  of  var- 
ious types  and  sizes  in  42  States,  the  District  of  Columbia,  Puerto  Rico,  and  Amer- 
ican Samoa,  (A  partial  list  is  attached  to  this  testimony.)  Since  November  1992,  the 
Coalition  has  served  as  a  public  information  clearinghouse  and  has  sou^t  to  ex- 
plain our  work  in  the  hope  that  any  new  national  program  in  this  field  is  founded 
on  and  learns  from  our  cumulative  experience.  On  July  15,  the  Coalition  endorsed 
the  President's  CDFI  legislation,  and  I  come  before  you  today  to  reiterate  our  sup- 
port for  S.  1275,  the  Community  Development  Financial  Institutions  Act  of  1993, 
and  for  the  President's  broader  community  development  lending  initiative. 

We  applaud  the  legislation's  vision.  The  Coalition  believes  that  to  significantly  ex- 
pand CDFI  activity  and  capacity  in  response  to  the  track  record  of  success  that 
these  institutions  have  built,  a  national  network  needs  to  combine  certain  elements. 
The  resident's  community  development  lending  initiative  comprises  many  of  these 
elements: 

(1)  It  includes  the  full  range  of  CDFIs  to  address  the  diversity  of  credit  needs  in 
America's  distressed  and  disenfranchised  communities. 

(2)  It  builds  on  the  existing  network  of  successful  CDFIs. 

(3)  It  fosters  development  of  new  CDFIs,  particularly  in  areas  where  none  exists. 

(4)  It  provides  financial  assistance  as  equity  or  net  worth  grants  and  investments, 
operating  grants,  and  debt  capital,  and  requires  CDFIs  to  use  Federal  support  to 
leverage  non-Federal  matching  funds. 

(5)  It  uses  an  oversight  and  evaluation  system  that  is  performance-based,  and  a 
performance  evaluation  process  that  is  outcome-based. 

(6)  It  fosters  partnerships  among  CDFIs  and  conventional  lenders. 

(7)  It  complements  efforts  to  strengthen  and  expand  community  reinvestment 
lending  by  conventional  financial  institutions,  rejects  the  notion  of  a  CRA  safe  har- 
bor, and  considers  extending  the  Community  Reinvestment  Act  to  the  "parallel 
banking  system." 

(8)  It  gives  CDFIs  and  other  community -based  organizations  representation  on  the 
network  s  governing  body. 

Where  there  are  aspects  of  S.  1275  that  fall  short  of  what  our  experience  suggests 
is  necessary,  we  have  ofTered  and  will  continue  to  provide  our  suggestions  for  ways 
to  strengthen  the  network.  This  CDFI  initiative,  as  one  part  of  a  broader  strategy 
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to  increase  access  to  credit  and  venture  capital  in  America's  poor  and  working  class 
communities,  represents  a  much-needed  commitment  to  economic  and  social  redevel- 
opment based  on  entrepreneurial  spirit,  fiscal  responsibility,  and  primarily  private 
funding  sources.  It  embodies  sound  public  policy  principles,  building  on  private  and 
voluntary  sector  success.  It  rewards  performance.  It  integrates  social  values  and 
sound  business  practices.  It  views  low-income  neighborhoods  not  only  as  places  of 
need,  but  also  as  places  of  capacity  and  power  and  potential.  And  it  uses  public 
money  to  leverage  private  sector  capital  and  participation,  rather  than  building  an- 
other public  sector  bureaucracy. 

CDFIs  comprise  a  diverse  range  of  financial  institutions  created  in  response  to  the 
need  for  credit  and  related  technical  and  development  assistance  services  in  some 
of  our  Nation's  most  economically  and  socially  oistressed  and  disinvested  conmiu- 
nities.  These  are,  by  their  nature,  "bottom-up"  institutions  that  are  shaped  by  the 
mariiet  needs  in  individual  communities,  regions,  and  States.  For  the  most  part, 
CDFIs  are  classified  as  follows: 

•  Community  development  banks  are  Federally  insured  and  regulated  depository  in- 
stitutions organized  specifically  to  provide  capital  and  related  development  serv- 
ices to  rebuild  low-income  communities.  There  currently  are  four  established  com- 
munity development  banks  in  the  U.S. 

•  Community  development  corporation-based  lenders  and  investors  comprise  those 
CDCs  that  have  developed  financial  intermediaries  to  channel  debt  and  venture 
capital  to  low-income  communities.  There  are  thousands  of  CDCs  in  the  U.S.,  and 
about  30  have  active  CDFIs. 

•  Community  development  credit  unions  are  regulated  financial  cooperatives  owned 
and  operated  by  lower-income  people.  There  are  thousands  of  credit  unions,  and 
about  120  are  community  development  credit  unions. 

•  Community  development  loan  funds  are  non-profit,  unregulated  financial 
intermediaries  that  aggregate  capital  from  individual  and  institutional  social  in- 
vestors and  re-lend  this  money  primarily  to  non-profit  housing  and  business  de- 
velopers. NACDLF  has  42  member  loan  mnds. 

•  Community  development  venture  funds  provide  seed  and  eouity  assistance  to 
start-up  businesses  in  low-income  communities.  There  currently  are  a  handful  of 
community  development  venture  funds,  several  of  which  are  affiliated  with  estab- 
Ushed  CDFIs. 

•  Micro  development  loan  funds  are  unregulated  programs  and  institutions  that 
couple  human  development  services  with  small  loans  for  start-up  or  expansion  of 
seli^mployment  or  micro-business  enterprises.  There  are  about  100  micro  devel- 
opment loan  funds. 

CDFIs  measure  success  not  only  by  economic  gains  but  also  by  the  contributions 
they  make  to  rebuilding  the  civic  infrastructure  of  businesses,  voluntary  organiza- 
tions, social  services,  and  housing  central  to  revitalization  of  our  Nation's  working 
class  and  poor  communities.  All  CDFIs,  by  definition,  have  community  development 
as  their  primary  mission  and  demonstrate  in  practice  their  commitment  to  this  mis- 
sion. The  Coalition  recommends  that  at  least  75  percent  of  a  financial  institution's 
resources  should  be  used  for  community  development  financing  and  related  program 
activities,  and  we  would  like  to  see  this  threshold  written  into  S.  1275. 

The  CDFI  industry  currently  is  capitalized  at  about  $700  million — much  of  it 
raised  from  within  the  communities  and  constituencies  we  serve — and  it  has  ex- 
tended more  than  $2  billion  in  loans.  Loss  rates  are  comparable  to  the  best  conven- 
tional lenders. 

As  the  administration.  Congress,  the  media,  and  the  general  public  have  turned 
a  spotlight  on  CDFIs  over  the  past  nine  months,  the  members  of  the  CDFI  CoaUtion 
have  found  again  and  again  that  there  are  many  misperceptions  and  misunder- 
standings about  what  we  do  and  how  we  do  it.  I  would  like  to  briefly  try  to  clear 
up  some  of  the  confusion  on  two  issues  in  particular — CDFIs'  relationships  to  con- 
ventional lenders,  and  CDFIs  and  CRA. 

CDFIs'  Relationships  to  Conventional  Lenders 

CDFIs  and  conventional  lenders  such  as  banks,  bank-sponsored  CDCs,  and  sav- 
ings and  loans  historically  have  worked  closely  together,  and  these  relationships  are 
growine  steadily  stronger.  CDFIs  often  serve  as  bridges  between  conventional  lend- 
ers and  unconventional  borrowers,  creating  new  borrowers  and  opening  new  mar- 
kets for  conventional  lenders  while  giving  the  borrowers  access  to  previously 
unreachable  sources  of  capital  and  credit.  This  occurs  in  a  variety  of  ways:  CDFIs 
lending  to  borrowers  with  little  or  no  credit  history  or  collateral  so  that  they  can 
develop  the  lending  track  record  to  qualify  for  conventional  bank  loans;  CDFIs  man- 
aging pools  of  conventional  bank  capital;  CDFIs  packaging  loans  for  conventional 
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lenders;  and  CDFIs  making  participation  loans  with  conventional  lenders,  most 
often  with  the  CDFIs  in  a  subordinated  position. 

DVCRF,  the  institution  that  I  run,  has  broad,  constructive  experience  with  banks. 
Close  to  15  percent  of  our  $12  million  loan  fund  pool  consists  of  bank  investments. 
More  than  1  out  of  5  loans  we  make  is  in  participation  with  a  conventional  lender. 
Conventional  lenders  regularly  re-finance  our  loans  after  the  loans  demonstrate  per- 
formance and  meet  conventional  financial  ratios.  And  we  now  are  actively  develop- 
ing loan  participation  pools  to  increase  both  our  capital  and  civic  capacity  to  revital- 
ize low-income  areas.  Recently,  for  example,  we  formed  a  consortium  with  seven 
New  Jersey  banks  for  the  purposes  of  bringing  conventional  credit  to  neighborhoods 
in  Camden.  DVCRF  underwrites,  participates  in,  and  services  all  of  the  loans  from 
the  consortium.  As  in  most  CDFI-conventional  lender  partnerships,  our  market 
knowledge  and  our  ability  and  willingness  to  provide  the  borrower  training  and 
technical  assistance,  as  well  as  loan  monitoring,  makes  these  deals  possible.  The 
conventional  lenders  see  their  transaction  costs  and  risks  reduced,  we  increase  our 
ability  to  lend,  and  the  credit  starved  community  gets  what  it  needs  most — a 
chance. 

I  have  worked  in  Camden  now  for  seven  years,  and  prior  to  the  development  of 
this  consortium,  many  neighborhoods  in  that  city  of  70,000  were  without  a  steady 
source  of  community  development  credit.  Our  emerging  partnership  has  changed 
that.  As  recently  as  one  year  ago,  DVCRF  was  the  only  lender  in  a  neighborhood 
such  as  North  Camden,  lending  $2  million  toward  the  renovation  of  new  affordable 
housing  units  and  helping  to  build  and  finance  a  neighborhood  construction  crew. 
Now  there  is  a  $3.2  million  CDFI-bank  partnership  that  will  open  up  new  commu- 
nity development  possibilities. 

Fortunately,  our  experience  with  banks  is  far  from  unique.  In  North  Carolina,  the 
Self  Help  Credit  Union  has  helped  develop  two  small  business  financing  pools  cap- 
italized by  conventional  lenders  and  has  made  loans  to  small  business  and  residen- 
tial borrowers  that  were  referred  by  banks  for  a  variety  of  reasons.  The  credit 
union's  parent  non-profit  has  received  grants  and  long-term,  zero-interest  deposits 
from  more  than  a  dozen  North  Carolina  banks.  In  Arizona,  Bank  One  is  working 
with  MICRO,  a  micro  development  loan  fund,  in  a  Statewide  lending  partnership 
for  small  business  start-ups  and  expansions. 

The  Low  Income  Housing  Fund,  a  loan  fund  based  in  San  Francisco  with  offices 
in  Los  Angeles  and  New  York,  is  a  pioneer  in  CDFI-conventional  lender  collabora- 
tions. LIHF  currently  manages  a  $20  million  housing  finance  pool  capitalized  by  20 
banks  and  serving  Northern  California,  an  $8  million  pool  capitalized  by  9  banks 
and  1  savings  and  loan  and  serving  Southern  California,  and  a  $2.5  million  pool 
capitalized  by  5  banks  and  serving  New  York  City.  In  the  markets  it  serves,  LIHF 
has  proved  that  it  is  often  the  most  efficient  and  the  most  sound  way  to  deliver  cred- 
it to  lower-income  communities. 

Citibank  has  taken  an  innovative  approach  to  strengthening  CDFIs.  It  recently 
made  a  $1  million  grant  to  NACDLF  to  launch  a  privately  funded  program  to  in- 
crease the  net  worth  of  NACDLF's  member  funds.  Citibank  placed  no  restrictions 
on  the  grant,  which  NACDLF  is  disbursing  to  some  of  its  members  as  recoverable 
grants  on  a  performance  basis,  but  it  asked  that  priority  be  given  to  loan  funds  op- 
erating in  areas  where  Citibank  also  does  lending.  For  Citibank,  loan  funds  and 
other  CDFIs  can  be  vital  links  to  new  and  developing  markets. 

CDFIs  fill  markets  niches  that  conventional  lenders  do  not  serve  fully  or  at  all. 
Part  of  the  confusion  that  has  surrounded  the  President's  CDFI  legislation  is  a 
misperception  that  CDFI  and  conventional  lenders — particularly  bank  CDCs — serve 
much  the  same  markets.  In  fact,  their  markets  are  complementary,  and  just  as 
CDFIs  can  not  fill  the  credit  needs  in  the  markets  the  conventional  lenders  serve, 
the  conventional  lenders  can  not  by  themselves  fill  the  markets  we  serve. 

Let  me  give  you  an  example.  In  Camden  and  North  Philadelphia,  DVCRF  is  mak- 
ing loans  at  more  than  100  percent  of  value  to  new  homeowners  who  have  no  credit 
history  and  in  many  cases  do  not  have  bank  savings  or  checking  accounts.  Would 
conventional  lenders  make  these  loans?  If  they  did,  DVCRF  would  not  have  to.  Is 
this  crazy?  It's  not,  so  long  as  you  remember  that  we  are  helping  local  residents  re- 
develop their  communities  and  that  what  we  are  doing  is  one  aspect  of  our  long- 
term  plan  to  make  these  areas  economically  self-sustaining.  If  we  want  businesses 
to  stay  in  Camden  and  North  Philadelphia  and  we  want  stable  job  bases,  we  need 
to  make  sure  that  the  workers  and  their  families  have  decent  places  to  live.  Another 
reason  it's  not  as  improbable  as  it  might  seem  is  that  the  monthly  debt  service  on 
our  loans  amount  to  less  than  the  people  paying  them  would  otherwise  pay  to  local 
landlords. 

The  close  and  evolving  relationships  between  CDFIs  and  conventional  lenders 
hold  promise  for  America's  rural  and  urban  areas.  CDFIs  support  and  applaud  con- 
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ventional  leading  programs  that  bring  credit  and  hope  to  low-income  communities, 
to  minorities,  and  to  underserved  markets.  Because  we  are  realists,  we  recognize 
that  the  Community  Reinvestment  Act  has  caused  fundamental  changes  in  the  or- 

fanizational  and  credit  cultures  of  many  conventional  financial  institutions  and  has 
elped  focus,  from  a  community  development  perspective,  their  lending  activity.  We 
also  recognize  that  some  conventional  financial  institutions  do  an  admirable  job  of 
lending  to  minorities  and  lower-income  people.  The  potential  for  collaborations  and 
partnerships  is  heartening. 

Let  me  oe  clear,  however,  that  I  can  see  no  reasonable  justification  for  opening 
the  CDFI  program  in  S.  1275  to  financial  institutions  that  do  not  pursue  community 
development  as  their  primary  mission.  This  is  not  a  matter  of  semantics,  as  some 
contend,  but  a  matter  of  purpose  and  vision.  The  vision  at  the  core  of  this  legislation 
is  to  build  over  time  a  network  of  financial  institutions  dedicated  primarily  to  com- 
munity development  through  coordinated  strategies  to  revitalize  thousands  of  eco- 
nomically disadvantaged  communities.  It  is  a  vision  of  institutional  and  economic 
evolution,  and  not  just  of  credit  provision.  It  is  more  than  the  sum  of  individual 
loans  in  low-income  census  tracts.  It's  the  fact  that  these  CDFIs  are  developing  the 
capacity  of  institutions  and  individuals  within  communities  to  imorove  their  social 
and  economic  prospects.  CDFI  financing  is  a  specialized  field,  ana  what  the  Presi- 
dent's bill  would  oo  is  encourage  estaolished  conventional  institutions  to  re-focus 
their  mission  and  new  institutions  to  commit  themselves  to  doing  well  by  doing 
good.  That  will  not  happen  if  the  purpose  of  the  small  program  we  are  talking  about 
today  is  blurred  by  allowing  access  to  institutions  that  consider  community  develop- 
ment an  obligation  rather  than  an  opportunity.  We  are  going  to  have  to  draw  a  line 
on  eligibility  somewhere,  and  now  is  the  time  to  ask  ourselves  where  that  line 
shouldbe. 

There  is  a  second  fundamental  reason  why  the  CDFI  Fund  should  not  be  open 
to  conventional  institutions  that  do  not  have  community  development  as  their  pri- 
mary mission.  A  program  such  as  this  with  severely  limited  resources  must  seek  the 
biggest  bang  for  the  buck  with  the  taxpayers'  money.  My  institution  is  fortunate  to 
have  close  relationships  with  major  regional  banks  such  as  CoreStates,  PNC  Finan- 
cial, and  First  Fidelity.  But  a  few  million  dollars  of  public  funds  into  their  commu- 
nity development  corporations  will  not  change  in  any  way  their  lending  strategy, 
performance,  or  mission.  We  need  to  recognize  that  even  the  largest  CDFIs  are 
small  by  the  standards  of  the  banking  industry,  and  so  even  small  amounts  of  sup- 
port can  significantly  infiuence  their  aoility  to  make  certain  types  of  loans  or  invest- 
ments. Why  anyone  would  want  to  give,  say,  $5  million  of  taxpayer  money  to  a 
bank-sponsored  CDC  that  already  has  access  to  all  the  capital  that  it  can  use  to 
do  lending  that  it  is  already  required  to  do  befuddles  me.  I  think  Mike  Mantle,  the 
President  of  Bank  of  America's  Community  Development  Bank,  a  CDC,  was  talking 
straight  when  he  said,  in  his  own  newsletter,  "If  there's  money  that  the  Government 
wants  to  put  into  new  community  development,  we  don't  believe  the  banking  indus- 
tiT  needs  the  money.  We  think  there's  plenty  of  capital  in  the  industry  today.  .  .  . 
[W]e  think  that  our  partners,  the  non-profit  organizations,  can  use  ihe  capital  very 
effectively.  Quite  frankly,  the  Low  Income  Housing  Fund  can  make  $10  mUlion  go 
a  heck  of  a  lot  further  than  a  bank  can." 

CDFrs  AND  THE  Community  Reinvestment  Act 

In  announcing  this  CDFI  legislation,  the  President  linked  it  to  Community  Rein- 
vestment Act  reform,  and  he  appropriately  put  the  two  issues  on  parallel  but  sepa- 
rate tracks.  Changes  in  CRA  can  and  should  be  made  administratively.  The  Coali- 
tion supports  the  President's  efforts  to  use  a  performance-based  measure  for  CRA 
lending,  and  we  strongly  support  efforts  to  level  the  playing  field  by  extending  CRA 
to  cover  the  so-called  "parallel  banking  system"— those  mortgage  companies,  insur- 
ance companies,  finance  companies,  money  market  mutual  funds,  pension  funds, 
and  investment  banks  that  operate  outside  of  the  deposit  insurance  system,  subject 
to  almost  none  of  the  safety  and  soundness  and  community  reinvestment  obligations 
required  of  conventional  lenders.  As  you  know,  the  Treasury  Department  is  studying 
this  option. 

Expanding  the  capacity  of  the  CDFI  industry  and  increasing  conventional  lending 
in  distressed  communities  is  not  an  "either-or"  choice  but  a  'Txjth-and"  proposition. 
Granting  banks  a  safe  harbor  from  CRA  challenges  or  exemption  from  CRA  lending 
in  exchange  for  depositing  or  investing  money  in  CDFIs  is  wrong.  The  defining  prob- 
lem in  distressed  and  disinvested  communities  is  that  wealth  and  place  are  unre- 
lated. If  you  allow  banks  to,  in  effect,  buy  their  way  out  of  their  obligations  to  be 
active  participants  in  the  communities  where  they  take  deposits,  you  will  make  the 
problem  worse.  In  addition,  a  safe  harbor  provision  is  contrary  to  the  lending  experi- 
ence of  CDFIs  and  the  reality  of  credit  needs  in  poor  communities.  As  I  mentioned 
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earlier,  CDFI  markets  and  conventional  lender  markets  are  complementary.  The 
need  for  credit  and  venture  capital  in  disinvested  communities  is  not  only  great,  it 
also  is  diverse.  The  overall  goal  of  community  development  financing — to  make  eco- 
nomic markets  work  in  distressed  areas — will  be  met  when  all  of  the  financial  needs 
of  the  community  are  addressed.  Banks  alone  can  not  do  this,  Federal  and  State 
Governments  alone  can  not  do  this,  and  CDFIs  alone  can  not  do  this.  Together,  with 
the  commitment  of  local  residents,  we  can  all  do  it. 

The  CDFI  Coalition's  support  for  S.  1275  is  steadfast,  but  we  believe  that  there 
are  ways  that  the  legislation  s  intent  and  implementation  can  be  strengthened. 

First,  as  I  stated  earlier,  we  believe  that  qualifying  CDFIs  must  be  able  to  docu- 
ment that  at  least  75  percent  of  their  resources  are  used  for  community  develop- 
ment financing  and  related  program  activities.  It  is  possible  to  have  a  primary  mis- 
sion of  community  development  but  to  fail  to  carry  out  that  mission  in  practice.  We 
believe  that  a  75  percent  threshold  is  sufficiently  high  to  ensure  that  participating 
institutions  are  primarily  committed  to  community  development  but  flexible  enough 
to  ensure  safety  and  soundness. 

Second,  the  Coalition  would  like  to  see  a  single  funding  limit  for  all  applicants. 
Insured  depositories  should  not  automatically  be  eligible  for  two-and-a-half-times  as 
much  Federal  support  per  year  as  non-depositories.  If  a  non-depository  such  as  a 
CDC-based  lender  or  investor  can  show  a  market  need  and  a  lending  capacity  for 
more  than  $2  million  per  application,  it  should  have  at  least  the  opportunity  to  seek 
a  higher  level  of  support.  In  addition,  the  le^slation  in  its  current  form  has  an  ini- 
plied  preference  for  aepositories  in  its  selection  criteria,  and  this  seems  inappropri- 
ate given  the  abilities  of  difiierent  types  of  organizations  to  meet  credit  demand  in 
diverse  communities. 

Third,  there  should  be  a  comprehensive  training  program  included  in  this  initia- 
tive. To  expand  the  ability  of  CDFIs  to  provide  credit,  we  need  to  train  the  next 
generation  of  CDFI  leaders.  One  way  of  doing  this  is  bv  linking  the  CDFI  initiative 
with  the  recently  enacted  national  service  program.  The  White  House  recently  in- 
vited Coalition  representatives  to  meet  with  the  staff  at  the  Office  of  National  Serv- 
ice, and  we  look  forward  to  continued  discussions  on  this  promising  relationship. 

Fourth,  there  has  to  be  a  strict  cap  on  administrative  costs.  Even  allowing  for 
staot-up  costs,  the  provision  of  $10  million — or  17  percent  of  the  total  first-year  au- 
thorization— for  administrative  costs  is  excessive.  I  would  hope  that  administrative 
costs  could  be  limited  to  10  percent  of  the  annual  budget,  or  $6  million  in  the  first 
year. 

Fifth,  the  Board  of  the  national  Fund  should  allow  broader  representation  of 
CDFI  practitioners.  We  would  like  to  see  the  Board  expanded  for  this  purpose.  Gov- 
ernance will  shape  and  set  the  tone  for  this  program. 

Sixth,  the  funding  levels  are  minimal.  We  recognize  the  tight  budget  constraints, 
but  we  also  know  that  CDFIs  are  good  investments  that  provide  both  financially 
and  socially  documentable  returns. 

Seventh,  the  bill  depends  on  annual  congressional  appropriations,  and  we  believe 
that  convplementary,  long-term  funding  sources  exist.  Conventional  lender  commit- 
ments of^equity  or  net  worth  capital  as  an  outcome  of  CRA  negotiations  or  bank 
mergers  and  allocating  a  share  of  profits  from  Government-sponsored  enterprises 
such  as  Fannie  Mae  and  Freddie  Mac  are  two  examples.  A  precedent  for  the  latter 
suggestion  exists  in  the  Affordable  Housing  Program  of  the  Federal  Home  Loan 
Bamc  System  established  under  the  FIRREA  legislation. 

Eighth,  the  role  of  performance-based  lending  and  investing  in  the  governance  of 
the  proposed  national  CDFI  network  needs  to  be  clarified.  The  National  Association 
of  Community  Development  Loan  Funds  has  led  the  way  within  the  industry  in  de- 
veloping this  model,  and  I  would  be  happy  to  provide  more  detailed  information. 

We  offer  these  recommendations  in  support  of  the  legislation  and  in  support  of 
the  President's  vision.  We  hope  that  our  experience  over  the  past  several  decades 
can  contribute  to  the  decisions  you  will  make  about  the  direction  this  program 
takes. 

The  Delaware  Valley  Community  Reinvestment  Fund 

The  Delaware  Valley  Community  Reinvestment  Fund  (DVCRF)  is  a  community 
centered  financial  institution  founded  in  1985.  DVCRF  provides  low  interest  debt  fi^- 
nancing  and  technical  assistance  to  neighborhood  based  development  organizations 
in  the  8  county  metropolitan  Philadelphia  area.  The  Reinvestment  Fund  manages 
a  $12  million  loan  funa,  capitalized  by  more  than  500  social  investors  and  two  bank 
collaboratives  organized  to  provide  debt  financing  to  designated  geographical  areas. 
The  Fund's  subsidiary  technical  assistance  agency,  the  Community  Development  In- 
stitute (CDI),  provides  technical  support  to  Tow-income  neighborhoods  in  the  areas 
of  planning,  financial  management,  construction  management,  and  project  financ- 
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ing.  GDI  also  runs  training  programs  in  support  of  public  and  private  sector  devel- 
opment efforts. 

Since  its  inception,  DVCRF  has  made  more  than  200  loans,  with  a  value  of  more 
than  $12  million.  DVCRF  loans  have  assisted  in  the  rehabilitation  of  more  than 
1,000  units  of  housing  and  in  the  construction  and  stabilization  of  daycare  centers, 
settlement  houses,  cultural  institutions,  and  neighborhood  businesses.  The  Fund 
has  not  suffered  a  loss  in  its  portfolio  to  date.  The  technical  assistance  arm  of 
DVCRF  maintains  active  relationships  with  more  than  2  dozen  community  based  or- 
ganizations and  is  presently  targeting  significant  technical  and  financial  resources 
in  four  areas  in  particular  North  Philadelphia,  North  Camden,  Lower  Bucks  Coun- 
ty, and  the  city  of  Chester.  The  recently  completed  North  Camden  plan  was  the  sub- 
ject of  a  New  York  Times  article  which  highlighted  the  Fund's  lending  and  technical 
programs  in  one  of  America's  poorest  cities. 

Incorporated  as  a  non-profit,  tax-exempt  organization,  DVCRF's  board  of  directors 
represents  a  broad  array  of  community,  investment,  and  technical  interests  and  ca- 
pacity. The  staff  and  board  of  the  organization  reflect  the  racial,  ethnic,  and  gender 
make-up  of  the  neighborhoods  that  it  represents.  DVCRF  is  a  founding  member  of 
The  National  Association  of  Community  Development  Loan  Funds,  a  membership 
based  organization  that  provides  financial  and  technical  services  to  more  than  40 
loan  funds  like  DVCRF  around  the  country.  Jeremy  Nowak,  the  director  of  DVCRF 
is  the  president  of  NACDLF's  board  of  directors. 
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Introduction 

Good  morning.  Chairman  Riegle,  Senator  D'Amato,  and  Members  of  the  commit- 
tee. My  name  is  Deepak  Bhargava,  and  I  am  the  Legislative  Director  of  ACORN, 
the  Association  of  Community  Organizations  for  Reform  Now. 

I  am  pleased  to  offer  testimony  before  you  today  on  S.  1275,  the  administration's 
Community  Development  Financial  Institution  legislation,  on  behalf  of  ACORN,  the 
Center  for  Community  Change,  the  Consumer  Federation  of  America,  Consumers 
Union,  and  the  National  Council  of  La  Raza.  We  warmly  endorse  this  needed  legis- 
lation, and  urge  its  swift  passage  by  the  Senate. 

We  wish  to  make  absolutely  clear,  however,  that  we  will  vigorously  oppose  any 
initiative  that  would  dilute  the  landmark  Community  Reinvestment  Act  (CRA).  Fed- 
eral support  for  a  network  of  CDFI's  must  be  a  supplement  to — and  not  a  substitute 
for — the  ongoing  community  reinvestment  activities  of  mainstream  lenders.  The 
worst  possible  result  of  this  undertaking  would  be  the  creation  of  a  "separate  and 
unequal"  banking  system,  one  for  minorities  and  low-  and  moderate-income  families, 
and  another  for  everyone  else.  Ensuring  vigorous  enforcement  of  the  fair  lending 
laws  and  the  Community  Reinvestment  Act  is  needed  to  harness  all  the  Nation's 
resources  to  expand  credit  availability  in  underserved  communities. 

In  addition,  we  feel  strongly  that  funding  made  available  under  the  program  must 
be  targeted  to  CDFI's,  since  unlike  mainstream  lenders,  they  lack  access  to  other 
sources  of  equity. 

Summary  of  Testimony 

Our  testimony  today  has  four  principal  points: 

1.  There  are  severe  problems  of  credit  availability  in  many  low-  and  moderate- 
income  and  minority  communities  in  urban  and  rural  areas  that  hamper  the  cre- 
ation of  affordable  housing,  small  business,  and  community  development. 

2.  The  administration's  CDFI  legislation  will  make  a  positive  contribution  to  ex- 
panding the  availability  of  credit  and  banking  services  in  low-  and  moderate-income 
and  minority  areas. 
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3.  Federal  support  for  a  network  of  CDFI's  should  be  a  supplement  to — not  a  sub- 
stitute for — the  ongoing  community  reinvestment  activities  of  mainstream  banks 
and  thrifts.  CRA  has  had  notable  successes  and  stronger  enforcement  of  the  law  is 
needed.  We  will  oppose  any  initiative  to  allow  lenders  to  "^uy  out"  of  CRA  through 
equity  investments  in  CDFI's.  Allowing  mainstream  lenders  to  meet  their  CRA  obli- 
gations through  a  contribution  to  CDFI's — or  creating  a  so-called  "safe  harbor" 
under  CRA — would  run  contrary  to  the  President's  intent  to  increase  community  re- 
investment, and  would  be  a  "poison  pill"  that  would  fatally  undermine  this  legisla- 
tion. 

4.  Federal  funding  through  the  legislation  should  be  restricted  to  CDFI's,  who  lack 
other  sources  of  funding  and  would  make  better  use  of  the  funds  than  would  main- 
stream lenders. 

What  is  the  Need  for  the  Administration's  Initiative?:  Unmet  Credit  Needs 
IN  Underserved  Areas 

This  committee  has  heard  considerable  testimony  in  recent  years  of  a  credit  fam- 
ine in  low-  and  moderate-income  and  minority  communities  in  urban  and  rural 
areas.  Lack  of  access  to  credit  thwarts  community  development  efforts,  and  the  cre- 
ation of  employment  and  housing  opportunities  for  millions  of  American  families. 
Redlining  by  mainstream  lenders  remains  a  real  obstacle  to  the  revitalization  of 
low-  ana  moderate-income  and  minority  neighborhoods.  And  the  cost  of  such  dis- 
investment is  borne  by  society  as  a  whole,  which  must  pay  the  price  for  abandon- 
ment, unemployment,  and  crime  in  the  form  of  higher  taxes  and  a  lower  quality  of 
life. 

Abundant  anecdotal  and  statistical  evidence  points  to  massive  problems  of  credit 
access  in  many  communities  around  the  country,  particularly  in  minority  and  low- 
income  areas.  Broadly  speaking,  problems  are  particularly  acute  in  the  following 
areas: 

•  financing  for  non-conforming  single-family  housing  in  low-  and  moderate-income 
areas; 

•  financing  for  afTordable  multi-family  housing; 

•  financing  for  commercial  development,  including  small  businesses,  and  particu- 
larly minority-owned,  inner-city,  and  start-up  small  businesses; 

•  financing  for  a  wide  array  of  community  development  projects,  such  as  child  care 
and  health  care  centers  in  low-  and  mocierate-income  neighborhoods;  and 

•  availability  of  banking  services,  including  bank  branches,  and  low-cost  transaction 
accounts. 

There  are  many  factors  which  contribute  to  problems  of  credit  access  in  under- 
served  communities,  including  discrimination  on  the  basis  of  race  and  ethnicity,  un- 
founded prejudices  or  stereotypes  about  the  risk  of  lending  in  particular  neighbor- 
hoods, and  a  lack  of  expertise  in  community  lending  en  the  part  of  lenders. 

Two  decades  of  experience  has,  however,  demonstrated  that  community  lending 
can  be  done  profitably,  and  with  risk  levels  comparable  to  or  below  conventional  lev- 
els. 

Comments  on  S.  1275:  The  Role  of  CDFI's  in  Neighborhood  Revitalization 

We  believe  that  the  administration's  proposed  initiative  to  support  the  growth  and 
expansion  of  a  network  of  Community  Development  Financial  Institutions  will  make 
a  positive  difference  in  addressing  the  scarcity  of  credit  in  low-  and  moderate-income 
areas.  Given  its  limited  funding,  and  the  constraints  on  many  CDFI's,  however,  we 
should  not  create  unrealistic  expectations  for  its  potential  to  address  all  the  credit 
availability  problems  in  low-  ana  moderate-income  neighborhoods. 

Community  development  banks,  community  development  credit  unions,  commu- 
nity development  loan  funds,  and  community  development  corporations  have  proven 
effective  at  channeling  credit,  basic  banking,  and  development  services  to  distressed 
communities.  In  some  instances,  they  have  oecome  catalysts  for  neighborhood-based 
development. 

We  believe  that  the  administration's  proposal  contains  many  desirable  features. 
In  particular,  we  are  pleased  that  the  administration  proposal: 

•  builds  on  the  existing  network  of  CDFI's,  and  provides  for  flexibility  in  the  models 
that  may  be  used  by  recipients; 

•  encourages  the  accountaoility  of  CDFI's  to  residents  of  low-  and  moderate-income 
communities  who  are  the  ultimate  consumers  of  CDFI  services; 

•  provides  for  the  provision  of  technical  assistance  and  outreach  to  would  be  appli- 
cants for  Federal  funds; 

•  ensures  representation  by  the  public  on  the  governing  board  of  the  Community 
Development  Banking  and  Financial  Institutions  Fund;  and 

•  targets  resources  to  urban  and  rural  communities  in  distress. 
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We  urge  the  committee  to  preserve  or  strengthen  these  important  features  of  the 
legislation. 

Understandably,  the  legislation  lays  out  only  general  eligibility  and  selection  cri- 
teria for  applicants  to  the  fund,  and  leaves  much  of  the  detail  of  implementation 
to  the  Board.  The  success  of  the  initiative,  therefore,  will  depend  in  large  part  on 
the  regulations  which  are  promulgated,  and  the  way  in  which  the  Board  carries  out 
the  program. 

In  our  view,  the  Board  should  ensure  that  very  low-income  communities — which 
mainstream  lenders  are  unlikely  to  serve — receive  a  priority  in  the  allocation  of 
funds,  and  lurther  that  the  matching  requirement  be  flexible  enough  to  allow  the 
growth  of  CDFI's  in  very  low-income  areas. 

RELATiONsrap  Between  CRA  and  CDFI's 

While  we  support  the  administration's  legislation,  we  caution  the  committee  that 
this  legislation  will  not  be  a  panacea.  Under  even  the  best  of  circumstances,  the  ini- 
tiative cannot  possibly  meet  all  the  credit  needs  in  low-  and  moderate-income  nei^- 
boAoods  in  this  country.  While  CDFI's  play  a  useful  role  in  meeting  specialized 
credit  needs,  and  in  acting  as  incubators  of  innovation  that  can  be  disseminated 
throughout  the  mainstream  banking  system,  banks  and  thrifts  will  be  of  necessity 
the  main  source  of  funds  for  community  development  for  the  foreseeable  future.  In 
short,  the  pending  legislation  cannot  be  a  substitute  for  aggressive  enforcement  of 
the  CRA. 

We  were  greatly  encouraged  that  in  his  announcement  of  the  CDFI  legislation. 
President  Clmton  placed  equal  emphasis  on  the  need  to  strengthen  the  enforcement 
of  the  Community  Reinvestment  Act. 

In  our  view,  proposals  to  allow  lenders  to  meet  their  CRA  obligations  through  eq- 
uity contributions  in  CDFI's  would  probably  result  in  a  net  reduction  in  community 
reinvestment  lending.  It  is  important  to  understand  that  CRA  has  had  considerable 
success,  and  that  it  has  not  achieved  its  full  potential  largely  due  to  the  hostility 
of  the  regulatory  agencies. 

CRA  has  proven  to  be  a  powerful  tool  to  spur  lending  in  distressed  communities 
that  has  generated  over  $30  billion  in  loans  for  affordable  housing,  job-creation,  and 
community  development  through  partnerships  between  lenders  and  community- 
based  organizations.  Equally  important,  it  has  brought  the  talents  of  private  sector 
lenders  and  community  leaders  together  in  the  interest  of  neighborhood  revitaliza- 
tion. 

The  main  obstacle  to  CRA's  success  has  been  the  apathy  or  outright  hostility  of 
the  regulatory  agencies.  Nearly  90  percent  of  lenders  continue  to  receive  "satisfac- 
tory" or  better  ratings  under  CRA,  and  few  merger  applications  have  ever  been  de- 
nied on  CRA  grounds,  despite  abundant  evidence  of  continuing  poor  performance. 
In  1988,  Senator  Proxmire,  the  "father"  of  CRA  put  the  matter  succinctly.  He  said 
that: 

"Redlining  hasn't  disappeared.  Neighborhoods  are  still  starving  for  credit.  Too 
many  bankers  still  think  the  grass  is  greener  elsewhere.  .  .  .  Regulators  seem  to 
think  we're  all  living  in  Lake  Woebegone.  Like  the  children  of  that  fictional  vil- 
lage, U.S.  lenders  are  all  above  average.  Almost  all  get  high  ratings  year  after 
year  and  almost  none  are  ever  held  back.  .  .  .  And  I  ask  myself,  how  is  it  that 
so  many  neighborhoods  are  continuing  to  fail  while  so  many  lending  institutions 
are  continuing  to  pass?" 

A  Report  on  the  Status  of  the  Community  Reinvestment  Act  by  the  Senate  Sub- 
conmiittee  on  Housing  and  Urban  Affairs  found  in  November  1992,  that  CRA  had 
had  "noteworthy  success,"  and  that  "[cjommunity  groups  working  with  the  private 
sector  have  generated  more  than  $30  billion  in  the  last  decade  for  reinvestment  in 
underserved  communities."  The  report  credited  CRA  as  "the  impetus  for  developing 
partnerships  between  financial  institutions  and  communities;  for  providing  access  to 
capital  to  communities  traditionally  underserved;  and  for  creating  new,  innovative 
methods  for  meeting  the  credit  needs  of  all  segments  of  the  community." 

The  report  went  on  to  note  that  CRA  had  not  achieved  its  potential  because  of 
regulatory  apathy  and  hostility  toward  the  law. 

"It  is  clear  from  the  subcommittee's  review  that  the  regulatory  agencies  have 
yet  to  fulfill  their  obligation  to  ensure  that  the  CRA  is  properly  and  completely 
implemented.  The  supervisory  agencies  record  of  inconsistent  ana  lax  enforcement 
has  encouraged  the  indifference  and  disinterest  by  the  financial  institutions.  As 
a  consequence,  the  agencies  bear  significant  responsibility  for  the  poor  perform- 
ance of  many  of  the  financial  institutions.  .  .  .  Inconsistent  implementation  and 
enforcement  diminishes  the  CRA's  tremendous  potential,  deprives  neighborhoods 
and  communities  of  one  of  the  most  efTective  Federal  tools  available  to  assist  in 
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meeting  their  credit  needs,  and  denies  financial  institutions  the  benefits  of  a  con- 
sistent, fair  regulatory  regime.  .  .  .  The  message  is  clear.  CRA  is  a  law  whose 
purpose  is  as  relevant  today  as  when  it  was  written  15  years  ago.  The  issue  is 
not  the  law,  but  its  implementation  and  enforcement." 

Among  the  flaws  in  regulatory  performance  identified  by  the  report  were:  grade 
inflation,  uneven  quality  of  evaluations,  lack  of  clarity  about  CRAs  goals,  inatten- 
tion to  identified  cases  of  discrimination,  infrequent  use  of  enforcement  powers,  lack 
of  attention  to  lending  data  in  assessing  performance,  and  obstruction  of  community 
input  into  the  regulatory  process. 

We  are  hopeml  that  the  President's  directive  to  the  regulatory  agencies  to 
strengthen  CRA  will  result  in  better  implementation  and  enforcement  of  the  law. 
The  success  of  this  reform  crucially  depends  on  the  agencies'  outreach  to  under- 
served  constituencies,  including  Latmo,  African-American,  and  other  racial  and  eth- 
nic minority  communities,  ana  residents  of  low-  and  moderate-income  communities 
in  urban  and  rural  areas. 

We  will  be  compelled  to  oppose  any  initiative  which  would  allow  mainstream 
banks  and  thrifts  to  "buy  out"  of  CRA  through  equity  investments  in  CDFI's. 

We  favor  the  current  posture  of  the  regulatory  agencies  with  regard  to  equity  in- 
vestments in  CDFI's,  which  holds  that  while  such  activities  may  count  positively  in 
an  assessment  of  CRA  performance,  "investment  activities  alone  are  no  substitute 
for  comprehensive,  ongoing  CRA  programs."  (Community  Development  Investments, 
Board  of  Governors  of  the  Federal  Reserve  System), 

This  legislation  should  not  result  in  a  congressional  endorsement  of  separate  and 
unequal  banking. 

EUGIBILITY  OF  MAINSTREAM  LENDERS  FOR  ASSISTANCE 

We  endorse  provisions  in  the  administration  proposal  which  target  eligibility  for 
funding  to  entities  whose  primary  mission  is  community  development,  and  who 
maintain  accountability  to  residents  of  distressed  communities. 

We  believe  that  it  would  be  wasteful  and  inappropriate  to  make  mainstream  lend- 
ers eligible  for  funding — either  directly  or  through  a  subsidiary.  Given  the  limited 
amount  of  funding  that  will  be  available,  resources  must  be  concentrated  on  CDFFs. 
An  additional  million  dollars  could  double  the  capacity  of  many  CDFI's,  but  would 
be  nearly  meaningless  for  a  large  money  center  bank.  In  addition,  in  a  year  of 
record  profits,  it  is  clear  that  mainstream  lenders  have  other  sources  of  funding  to 
expand  their  community  lending  activities. 

Conclusion 

We  believe  strongly  that  S.  1275  will  make  a  real  contribution  to  economic  devel- 
opment in  distressed  conmiunities.  It  will  not  by  itself,  however,  solve  the  massive 
problems  of  credit  availability  in  low-  and  moderate-income  and  minority  areas.  To- 
gether with  vigorous  enforcement  of  the  Nation's  fair  lending  and  community  rein- 
vestment laws,  it  will  meaningfully  improve  access  to  credit  in  underserved  areas. 


STATEMENT  OF  JAMES  CHESSEN 
Chief  Economist,  American  Bankers  Association  (ABA) 

on  behalf  of 
The  American  Bankers  Association 

September  8,  1993 

Introduction 

Mr.  Chairman,  I  am  James  Chessen,  Chief  Economist  for  the  American  Bankers 
Association  (ABA).  Prior  to  joining  the  ABA  in  1988,  I  worked  as  a  financial  econo- 
mist at  the  Federal  Deposit  Insurance  Corporation  and  was  an  Assistant  Professor 
of  Economics  at  Lake  Forest  College  in  Lake  Forest,  Illinois.  The  American  Bankers 
Association  is  the  national  trade  and  professional  association  for  America's  commer- 
cial banks,  from  the  smallest  to  the  largest.  ABA  members  represent  about  90  per- 
cent of  the  industr/s  total  assets.  Approximately  94  percent  of  our  members  are 
community  banks  with  assets  of  less  than  $500  million. 

I  am  delighted  to  be  here  today  to  share  with  you  some  of  the  ABA's  thoughts 
on  S.  1275,  President  Clinton's  Community  Development  and  Financial  Institutions 
Act  of  1993.  I  would  also  like  to  share  with  the  committee  some  of  the  initiatives 
bankers  across  the  country  are  taking  to  promote  housing  and  community  develop- 
ment in  minority  and  low/moderate  income  neighborhoods. 
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Mr.  Chairman,  I  am  very  encouraged  by  the  growing  atmosphere  of  cooperation 
among  those  involved  in  the  process  of  improving  credit  availability  to  all  segments 
of  our  economy,  including  low-  and  moderate-income  communities.  The  banking  in- 
dustry has  sponsored  and  participated  in  many  forums  bringing  together  commu- 
nity-based groups,  regulators,  and  all  parties  mvolved  in  extending  credit  to  low/ 
moderate  income  borrowers,  including  lenders,  appraisers,  private  mortgage  insur- 
ers, and  secondary  market  agencies.  During  the  course  oi  these  conferences  and 
workshops,  several  very  important  areas  of  agreement  among  us  have  emerged. 

We  all  agree  that  there  is  a  need  to  increase  community  development  lenoing  and 
the  availability  of  mortgage  credit  to  minorities  and  to  people  in  low/moderate  in- 
come neighborhoods.  We  agree  that  an  inter-industry  initiative  involving  all  mem- 
bers of  the  lending  chain  including  realtors,  appraisers,  lenders,  private  mortgage 
insurers,  and  secondary  mortgage  market  agencies  is  necessary  if  we  are  to  be  suc- 
cessftil.  We  agree  that  lenders,  private  mortgage  insurers,  and  secondary  mortgage 
maiket  agencies  need  to  guard  against  inadvertent  policies  that  may  act  as  barriers 
to  minority  and  low/moderate  income  borrowers,  and  to  carefully  review  their  under- 
writing criteria  to  make  them  as  flexible  as  possible.  Lastly,  we  agree  that  borrow- 
ers need  a  better  understanding  of  how  to  make  the  financial  system  work  for  them. 
It  is  my  hope  that  by  building  on  these  areas  of  agreement,  we  can  make  the  finan- 
cial system  fairer  and  more  accessible  to  all  creditworthy  borrowers. 

The  ABA  is  glad  that  President  Clinton  has  raised  the  level  of  interest  in  the  is- 
sues surrounding  community  development,  and  we  are  pleased  to  note  that  a  sub- 
stantial infrastructure  already  exists  through  which  to  promote  the  goals  of  the  ad- 
ministration and  Congress. 

As  you  know  Mr.  Chairman,  success  in  community  development  is  not  a  simple 
matter. 

First,  community  development  activities  often  require  more  than  just  lending 
money:  they  need,  for  example,  technical  assistance,  formation  of  partnerships  with 
community  groups  and  Government  agencies,  flexible  credit  policies,  accessible  sec- 
ondary markets,  the  ability  to  provide  other  financial  services,  long-term  involve- 
ment, and  more. 

Second,  the  diverse  needs  of  local  communities  has  led  to  the  creation  of  various 
types  of  community  development  organizations.  No  single  model  addresses  the  re- 
quirements of  every  community;  experimentation  and  Hexibility  are  essential.  Each 
type  of  market— urban,  suburban,  or  rural,  for  example — requires  a  different  struc- 
ture. Each  type  of  community — as  defined  by  income,  culture,  or  industrial  base — 
requires  a  different  focus. 

Third,  success  often  depends  upon  the  cooperation  of  many  players.  For  example, 
the  production  of  affordable  housing  requires  the  full  participation  of  all  members 
of  the  housing  chain,  including  realtors,  consultants,  appraisers,  private  mortgage 
insurers,  and  secondary  mortgage  market  agencies,  along  with  lenders. 

Mr.  Chairman,  the  ABA  believes  that  the  appropriate  role  of  the  Government  is 
to  encourage  a  desired  behavior  as  opposed  to  mandating  a  specific  structure. 
What  is  needed  is  encouragement  of  private  sector  investment  that  would  support 
additional  credit  availability  for  targeted  communities  in  low-  and  moderate-income 
communities.  This  could  be  accomplished  through  a  variety  of  organizational  struc- 
tures, while  maintaining  the  necessary  flexibility  to  adapt  to  local  requirements. 
Government  programs  should  focus  on  stimulating  private  sector  investment  from 
all  types  of  organizational  structures;  and  energizing  existing  systems  which  have 
developed  local  expertise  and  have  shown  real  promise  in  outreach  initiatives  that 
are  vital  to  promote  credit  availability  to  targeted  areas. 

The  ABA  strongly  believes  that  the  Clinton  plan  is  a  good  starting  point  and  a 
substantial  improvement  over  the  original  100-bank  concept,  but  it  cannot  achieve 
its  full  potential  if  it  excludes  the  vast  technological  and  financial  resources,  as  well 
as  the  local  expertise,  of  the  banking  industry.  Today  hundreds  of  commercial  banks 
are  working  with  community  and  non-profit  groups  on  community  development 
projects.  Yet  these  programs  would  not  be  allowed  to  participate  in  the  new  plan 
if  a  bank  holding  company  and  its  subsidiaries  are  not  collectively  "primarily  en- 
gaged in  or  committed  to  community  development."  Further,  even  investments  in 
non-bank  programs  would  not  be  allowed  if  the  bank's  investment  is  so  large  that 
the  program  is  construed  as  a  bank  subsidiary. 

An  example  will  help  illustrate  this  problem.  In  New  York  City,  one  ma^or  bank's 
Community  Development  Corporation  (CDC)  has  committed  over  $300  nuUion  dur- 
ing the  last  three  and  a  half  years,  primarily  in  the  form  of  loans,  to  promote  hous- 
ing and  economic  development  in  the  New  York  metropolitan  area.  Through  innova- 
tive approaches  to  structuring  deals,  this  bank's  CDC  has  been  able  to  provide  fi- 
nance to  people,  projects,  and  businesses  that  would  otherwise  be  unbankable. 
Through  educational  programs,  bank  financing  is  more  accessible  to  people  who  may 
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never  have  thought  that  they  could  afford  to  buy  a  home.  This  bank's  CDC  has 
worked  with  community  groups  and  tenant  organizations  to  strengthen  and  expand 
their  involvement  in  the  development  of  their  neighborhoods.  Unfortunately,  this 
bank's  CDC  would  not  be  eligible  for  participation  in  the  fund  under  S.  1275,  al- 
though it  is  the  very  type  of  organization  that  should  be  encouraged. 

Under  the  Clinton  plan  not  only  would  a  large  bank  and  its  CDC  subsidiary  be 
ineligible  to  participate  in  the  fund,  but,  for  example,  a  small  bank  in  Iowa  which 
is  serving  its  community  but  is  not  "primarily  committed"  to  community  develop- 
ment would  also  be  excluded.  Also,  a  rural  development  corporation  in  which  several 
banks  participate  with  others  might  not  be  eligible  if  the  tanking  institutions  pro- 
vide significant  capital,  since  that  corporation  might  be  deemed  a  subsidiary  ofthe 
banking  institution.  (Query:  Where  would  such  a  corporation  go  for  major  capital 
infusion  if  not  to  local  banks?) 

Additionally,  the  language  in  the  bill  which  requires  minority  banks  to  serve  a 
targeted  population  or  a  distressed  area  may  exclude  minority  banks  that  are  ex- 
panding their  service  area  even  though  they  have  been  deeply  involved  in  commu- 
nity development  activities.  In  other  words,  minority  banks  may  be  penalized  for  ex- 
panding and  diversifying. 

We  understand  that  resources  are  scarce  under  the  bill,  and  we  understand  the 
argument  that  banks  have  private  sources  of  capital.  However,  it  would  seem  that 
the  proper  balance  would  be  struck  during  consideration  of  applications  by  the 
Board  set  up  under  the  bill,  and  that  banks  and  bank  affiliates  should  not  iust  auto- 
matically be  prohibited  from  applying.  Otherwise  a  valuable,  experiencea  group — 
already  regulated — which  is  ready  and  willing  to  help  is  out.  And,  in  fact,  joint  ven- 
tures will  be  discouraged  from  seeking  significant  capital  from  banks,  often  the  best 
source  of  capital,  because  such  capital  may  make  them  ineligible  as  bank  subsidi- 
aries. 

Mr.  Chairman  the  following  is  a  brief  sampling  of  the  literally  hundreds  of  com- 
munity development  initiatives  presently  in  place,  each  of  them  tailored  to  meet  the 
specific  needs  of  their  community  and  all  ineligible  to  participate  in  the  fund  estab- 
lished by  S.  1275. 

These  community  development  initiatives  take  widely  varying  forms,  including  in- 
house  departments,  wholly-owned  subsidiaries,  and  joint  ventures,  as  well  as  part- 
nerships with  non-bank  financial  institutions,  non-profit  organizations,  and  local 
governments.  Such  programs  are  providing  loans,  equity  capital,  technical  expertise 
and  counseling,  and  are  working  to  meet  the  special  needs  of  their  respective  com- 
munities. 

•  In-House  Programs 

The  most  straight-forward  approach  is  to  develop  in-house  experts  who  special- 
ize in  designing  and  delivering  credit  services  to  people  in  low/moderate  income 
neighborhoods.  In  some  institutions,  particularly  larger  banks,  this  may  be  an  en- 
tire department.  Smaller  banks  typically  have  one  or  two  individuals  specializing 
in  conmiunity-type  lending  because  establishing  a  separate  department  may  be 
prohibitively  expensive. 

One  example  of  this  approach  is  a  bank  right  here  in  Washington,  DC  which 
has  established  a  community  development  lending  department  which  has  financed 
over  275  inner-city  projects  over  the  last  six  years. 

•  Separate  Subsidiaries 

Many  banks  have  chosen  to  create  separate  subsidiaries  to  channel  their  eflbrts, 
often  taking  the  form  of  community  development  corporations  (CDCs).  For  exam- 
ple, there  are  already  600  banks  listed  by  tne  Comptroller  ofthe  Currency  as  par- 
ticipating in  programs  of  community  development. 

While  community  development  corporations  are  usually  used  by  larger  banks, 
a  small  bank  in  Burlington,  Vermont  has  demonstrated  that  great  size  is  not  nec- 
essary to  create  a  CDC  subsidiary  to  do  equity  and  debt  investments  in  low-  and 
moderate-income  housing  projects.  As  is  the  case  with  many  CDCs,  the  Burlington 
bank's  CDC  leverages  its  capacity  through  limited  partnerships  with  commercial 
organizations. 

•  Joint  Ventures  With  Other  Banks 

Many  banks  have  formed  various  types  of  partnerships  with  each  other  in  order 
to  meet  the  credit  needs  of  their  shared  communities.  In  Illinois,  for  example,  sev- 
eral regional  community  development  corporations  have  been  created  around  the 
State,  and  smaller  banks  make  investments  in  the  regional  CDC  in  their  area. 

Another  type  of  joint  venture  is  used  by  a  small  Pennsylvania  bank.  In  this 
case,  a  group  of  banks  have  joined  forces  to  purchase  shares  in  limited  partner- 
ships which  then  acquire  and  renovate  affordaole  housing  units. 
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•  Non-Bank  Partners 

Partnerships  with  non-banks  provide  the  opportunity  for  different  types  of  insti- 
tutions to  woric  together.  For  instance,  a  consortium  of  various  types  of  Virginia 
financial  institutions  purchases,  rehabilitates,  and  sells  low-  and  moderate-income 
housing  in  their  State. 

In  DUnois,  seven  rural  banks,  two  utility  companies,  and  the  local  chamber  of 
commerce  have  formed  a  partnership  to  attract  and  keep  local  job-creating  busi- 
nesses. They  offer  seed  capital,  subordinated  debt,  and  technical  advice  to  busi- 
nesses in  their  market  area. 

•  Public  Programs 

In  several  cases,  structures  have  been  tailored  to  accommodate  the  specific  re- 
quirements of  local  or  State  government  programs.  This  gives  banks  the  oppor- 
tunity to  participate  in  programs  that  meet  local  public  policy  objectives  by 
leveraging  public  funds.  For  example,  one  New  York  City  bank  CDC  finances  the 
projects  of  developers  and  non-profit  organizations  which  are  using  the  resources 
of  Government  housing  programs  in  ana  around  New  York. 

In  Michigan,  one  bank  has  formed  a  partnership  with  the  State  itself  to  provide 
moderate-risk  growth  capital  and  technical  assistance  to  small  businesses,  in  an 
effort  to  attract  jobs  to  the  economically  distressed  Upper  Peninsula.  Another  ex- 
ample of  this  type  of  public/private  cooperation  is  working  in  Kentucky,  where  a 
small  bank  has  formed  a  partnership  with  its  city  to  construct  and  sell  industrial 
buildings  on  existing  public  land  in  an  effort  to  attract  employment  opportunities. 

•  Non-Profit  Partners 

It  is  common  for  banks  to  form  partnerships  with  non-profit  organizations  to 
fiind  local  projects  or  to  create  community  development  organizations.  For  exam- 
ple: 
— In  Phoenix,  a  non-profit  housing  developer  with  local  expertise  teamed  up  with 

a  major  commercial  bank  to  do  large-scale  housing  projects. 
— A  church-based  housing  developer  in  Los  Angeles  County  has  teamed  up  with 

a  major  regional  bank  to  develop  publicly-subsidized  condominium  projects. 

•  Technical  Assistance 

Because  many  community  lending  projects  require  more  than  just  credit,  banks 
often  provide  non-financial  assistance  as  well.  This  may  take  the  form  of  counsel- 
ing for  small  businesses  or  potential  home  buyers,  among  other  things.  For  exam- 
ple, five  banks  in  New  Jersey  have  formed  a  counseling  coalition  to  assist  in  the 
decision-making  process  of  low-  or  moderate-income  local  area  home  buyers.  A 
northern  Virginia  bank  has  designed  an  outreach  program  to  counsel  home  buyers 
and  home  improvers,  particularly  targeting  minority  areas. 

In  some  cases,  the  bank's  technical  assistance  is  given  directly  to  a  non-profit 
organization.  For  example,  a  New  Jersey  bank's  CUC  subsidiary  provides  tech- 
nical assistance  to  non-profit  organizations  in  developing  affordable  housing. 

•  Special  Purposes 

Here  are  a  few  examples  of  how  banks  are  working  to  address  the  very  special 
needs  of  their  individual  communities. 

— In  Virginia,  a  bank  has  established  a  for-profit  subsidiary  to  meet  a  range  of 
needs  of  homeless  individuals  around  the  Washington,  DC  area,  providing  shel- 
ter, food,  and  job  training. 
— A  Kansas  bank  has  formed  a  CDC  to  develop  a  single  large  tract  of  land  to  fa- 
cilitate several  agricultural  research  and  development  projects  in  conjunction 
with  the  local  university. 
— A  bank  serving  an  ethnically  diverse  Chicago  neighborhood  has  bank  employees 

offering  technical  expertise  in  30  different  languages. 
There  are,  of  course,  many  more  examples  of  how  banks  are  working  to  meet  the 
credit  needs  of  their  market  areas.  The  examples  cited  above  serve  only  to  dem- 
onstrate the  nature  and  diversity  of  existing  programs,  and  to  demonstrate  the  seri- 
ousness of  the  commitment  bankers  have  to  serving  their  communities. 

To  reiterate,  under  the  President's  plan  these  types  of  initiatives  would  be  ineligible 
to  participate  in  the  fund. 

The  ABA  feels  banking  institutions  and  affiliates  and  subsidiaries  should  be  eligi- 
ble S.  1275.  A  credible  community  development  plan  should  be  considered  and  not 
excluded  merely  because  it  is  a  bank  not  "primarily  engaged  in  or  committed  to" 
community  development. 

The  Clinton  proposal  would  be  significantly  enhanced  and  far  more  successful  if 
it  takes  advantage  of  the  community  development  expertise  that  is  being  developed 
in  the  field  by  the  banking  industry.  Moreover,  banks  can  leverage  vast  financial 
and  human  resources  in  a  way  other  institutions  can  not.  Banks  give  you  the  most 
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bang  for  your  buck  because  every  dollar  of  capital  can  support  $8  to  $12  in  new 
loans.  That's  just  not  the  case  at  other  institutions.  Such  leverage  is  especially  im- 
portant because  the  program's  current  funding  level  of  $382  million  over  four  years 
is  limited. 

Mr.  Chairman,  the  ABA  suggests  four  recommendations  to  improve  the  current 
proposal: 

#1  Build  on  existing  structures.  Banks  already  have  the  expertise,  relationships  and 
systems  that  are  so  important  to  successful  community  development.  Thus  by  uti- 
lizing the  systems  already  up  and  running,  a  great  deal  of  efficiency  is  to  be 
gained,  time  saved,  and  capital  investment  preserved.  The  bottom  line:  more  loans 
and  investments  can  be  delivered  in  less  time  and  in  greater  quantity. 
#2  Attract  more  equity  capital  to  community  development  institutions.  Specific  incen- 
tives might  include  investment  tax  credits,  renewed  and  expanded  low-income  tax 
credits,  or  improved  and  expanded  Government  credit  enhancement. 
#3  Encourage  non-bank  financial  institutions  and  non-financial  commercial  enter- 
prises to  invest  in  community  development  activities.  These  enterprises  hold  vast 
resources  which  are  relatively  untapped  for  the  purposes  of  community  develop- 
ment. Institutions  such  as  securities  firms,  credit  unions,  insurance  companies, 
and  members  of  the  Farm  Credit  System  offer  products  which  draw  savings  and 
investment  funds  by  the  tens  of  billions  of  dollars  out  of  communities  across  the 
country.  This  depletion  of  the  funds  necessary  for  local  reinvestment  has  made  it 
more  difficult  for  banks  to  meet  the  credit  needs  of  their  communities. 
#4  Encourage  diversity  of  delivery  systems.  Joint  ventures  among  banks  and  non- 
banks,  start-up  institutions,  and  departments  of  existing  organizations  should  all 
be  encouraged  to  participate,  subject  to  the  same  regulation.  And  all  systems  put 
in  place  by  banks  should  be  recognized  for  purposes  of  the  Community  Reinvest- 
ment Act. 

The  ABA  is  pleased  that  Senator  D'Amato  has  taken  the  initiative  to  raise  the 
level  of  interest  surrounding  the  area  of  community  development  by  introducing 
S.  1230  which  establishes  a  community  development  banker's  bank.  His  recent  ef- 
forts, along  with  others  interested  in  the  community  development  lending  process, 
are  certainly  positive  steps  on  the  long  road  to  making  the  financial  system  a  more 
accessible  place  for  creditworthy  borrowers. 

Section  102  of  his  bill  is  precisely  this  type  of  positive  step.  This  provision  allows 
banks  to  qualify  for  CRA  credit  if  they  invest  5  percent  of  their  tier  I,  or  core,  cap- 
ital in  community  development  banks.  The  ABA  feels  that  while  the  5  percent 
threshold  in  this  instance  is  very  high,  the  concept  will  likely  attract  more  equity 
capital  to  community  development  institutions. 

TTiere  is  no  single  solution  to  the  problems  we  have  discussed  here  this  morning. 
The  real  world  is  far  too  complex  for  simplistic  answers — we  in  the  banking  industry 
are  working  hard  to  develop  a  wide  range  of  initiatives  designed  to  come  at  the  is- 
sues from  different  perspectives.  One  important  initiative  of  the  ABA  was  the  cre- 
ation of  the  ABA's  Center  for  Community  Development. 

The  mission  of  the  Center  is  to  assure  that  banks  across  the  country  have  access 
to  information  and  resources  to  develop  community  lending  initiatives  or  to  expand 
upon  programs  already  in  existence.  The  Center  is  working  with  banks  to  identify 
and  distnoute  information  on  non-standard  approaches  to  determining  creditworthi- 
ness, and  to  eliminate  factors  that  might  have  the  efTect  of  disadvantaging  low-  or 
moderate-income  applicants  or  minorities.  The  ABA's  Center  for  Community  Devel- 
opment also  provides  guidelines  and  training  materials  to  banks  to  help  them  en- 
hance their  fair-lending  compliance  and  evaluation  of  their  own  anti-discrimination 
efforts. 

The  banking  industry  understands  and  has  acknowledged  by  its  actions  the  im- 
portance of  using  specialized  skills  to  meet  community  needs.  As  previously  noted, 
Hundreds  of  banking  institutions  already  have  well-established  specific  programs  for 
community  development  lending.  A  great  deal  has  been  invested  in  that  infrastruc- 
ture, and  new  initiatives  are  being  implemented  every  day. 

Another  area  of  concern  identified  by  the  Center  is  a  scarcity  of  appraisers  with 
exj)erience  and  expertise  in  low-  or  moderate-income  neighborhoods.  The  ABA  is 
working  with  the  Appraisal  Institute  to  find  ways  to  increase  the  pool  of  appraisers 
with  the  requisite  knowledge  to  appraise  properties  in  distressed  areas.  Further- 
more, the  Center  intends  to  work  with  the  secondary  market  agencies  to  revise  un- 
derwriting criteria  that  discourage  lending  to  low-  or  moderate-income  neighbor- 
hoods. 

The  Center  believes  the  industry's  efforts  in  educating  and  counseling  minority 
and  low-  or  moderate-income  borrowers,  which  are  important  to  de-mystifying  the 
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experience  of  home  buying  and  home  financing,  will  reap  significant  long-term  re- 
wards for  both  borrowers  and  lenders. 

While  the  initial  concept  of  the  Center  was  aimed  primarily  at  improving  the 
flexibility  of  mortgage  lending,  banks  understand  that  providing  credit  is  only  one 
element  in  dealing  with  the  many  problems  we  face.  Our  banks  understand  that 
they  need  to  do  their  part  to  assure  that  we  have  healthy  communities,  and  that 
only  healthy  communities  can  have  truly  healthy  banks. 

tliat  is  why  the  mission  of  the  Center  has  expanded  to  include  community  devel- 
opment lending.  In  the  area  of  community  development  lending,  we  are  building  an 
inventory  of  structures  and  programs  that  are  being  successfully  used  in  cities  and 
towns  across  the  country.  TTiis  listing  of  active  bank  programs — and  the  bankers 
who  run  them — will  be  an  invaluable  tool  for  others  across  the  country  who  are  just 
starting  their  own  programs  or  looking  for  innovative  ways  to  enhance  existing  pro- 
grams. We  also  have  a  banker  call-in  line  designed  to  provide  information  and  ad- 
vice to  bankers  on  a  wide  variety  of  community  development  lending  and  low/mod- 
erate income  mortgage  lending  questions. 

Conclusion 

The  banking  industry  recognizes  the  importance  of  community  development  lend- 
ing, and  welcomes  the  opportunity  to  play  a  leading  role.  Over  the  last  few  years, 
the  industry  has  enhanced  its  level  of  community  development  activity  in  new  and 
innovative  ways,  reflecting  the  needs  of  their  communities.  For  a  Government  initia- 
tive to  attain  success  in  a  timely  fashion,  it  must  make  use  of  the  facilities  already 
in  place,  avoid  stifling  the  work  of  institutions  presently  active  in  their  commu- 
nities, and  gamer  the  untapped  resources  of  those  segments  of  the  financial  indus- 
tries which  nave  not  yet  heeded  their  responsibilities  in  this  area. 

The  banking  industry  has  a  firm  commitment  to  sound,  non-discriminatory  lend- 
ing, and  we  look  forward  to  working  with  you  and  others  in  Congress  to  find  and 
implement  a  flexible  framework  for  meeting  the  needs  of  large  and  small  commu- 
nities across  the  country. 


TESTIMONY  OF  PAUL  S.  GROGAN 
President,  Local  Initiatives  Support  Corporation 

Good  morning  Mr.  Chairman.  My  name  is  Paul  Grogan.  I  am  President  of  the 
Local  Initiatives  Support  Corporation,  or  LISC.  I  am  pleased  to  be  here  today  to 
urge  the  committee's  support  for  S.  1275,  the  Community  Development  Banking  and 
Financial  Institutions  Act  of  1993.  The  legislation  signals  a  growing  recognition  that 
something  promising  is  happening  in  distressed  urban  and  rural  communities  and 
that  successful  approaches,  like  community  development,  deserve  greater  attention 
and  support. 

This  initiative,  which  would  expand  pump  priming  lending  by  Community  Devel- 
opment Financial  Institutions  (CDFIs),  coupled  with  efforts  to  improve  Community 
Reinvestment  Act  and  fair  lending  performance,  make  up  the  essential  elements  of 
the  concerted  community  development  financing  system  that  is  needed  to  revive 
healthy  market  dynamics  in  distressed  communities.  We  believe  the  legislation  is 
right  on  track  to  assist  CDFIs  to  realize  their  full  fwtential  in  building  bridges  be- 
tween distressed  communities  and  the  financial  mainstream.  In  our  view,  encourag- 
ing a  source  of  liquidity  to  enable  CDFIs  to  expand  their  lending  volume  presents 
a  real  opportunity  to  attain  greater  impact.  The  development  of  sources  of  liquidity 
for  the  non-traditional  loans  made  by  CDFIs,  we  believe,  would  help  take  the  com- 
munity development  financing  sector  to  the  higher  level  of  activity  that  is  the  ambi- 
tion of  this  legislation. 

The  leadership  of  President  Clinton  and  the  Congress  in  focusing  attention  and 
resources  on  the  needs  of  distressed  low-income  communities  afiier  a  lengthy  period 
of  Federal  indifference  is  deeply  gratifying.  We  welcome  the  Federal  Government  as 
a  partner  and  believe  its  involvement  will  elevate  the  issue  and  expand  and  improve 
the  practice. 

LISC's  Experience 

LISC  is  the  Nation's  largest  community  development  support  organization.  We 
were  started  by  the  Ford  Foundation  and  a  small  number  of  other  organizations 
about  14  years  ago  for  the  purpose  of  stimulating  private  investment  in  community 
revitalization  efforts  through  non-profit  low-income  community-based  development 
corporations,  or  CDCs.  As  you  know  Mr.  Chairman,  from  your  knowledge  of  CDCs 
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in  Michigan,  CDCs  are  making  real  progress  in  turning  around  distressed  low-in- 
come neighborhoods  throughout  the  country. 

With  initial  capitalization  of  about  $9  million,  LISC  and  its  afliliates  have  now 
raised  nearly  $1  oillion  in  grants,  loans,  and  equity  investments,  virtually  all  from 
the  private  sector.  We  have  delivered  these  resources  to  CDCs  through  30  local  pro- 
grams to  help  CDCs  expand  their  capacity,  and  develop  housing  and  other  commu- 
nity development  projects.  From  our  original  base  oi  about  a  dozen  supporters, 
today  more  than  1,100  organizations — foundations,  financial  institutions,  insurance 
companies,  other  businesses,  and  social  investors — have  invested  in  community-led 
development  activities  through  LISC.  These  resources  have  assisted  CDCs  to  de- 
velop 44,000  units  of  housing  and  7.9  million  square  feet  of  commercial,  industrial, 
and  community  facilities  space.  Through  these  projects,  CDCs  have  attracted  to 
their  communities  more  than  $1.9  billion  in  investments  from  other  sources,  pri- 
marily financial  institutions  and  public  agencies.  We  believe  our  experience  suggests 
that  the  Federal  Government  stands  to  reap  considerable  return  on  any  investment 
it  makes  in  CDFIs — in  the  form  of  leveraged  funds  from  other  sources,  broad-based 
participation,  and  impact  at  the  community  level. 

LISC  is  also  the  Nation's  largest  non-profit  CDFI.  Community  development  is  our 
sole  mission.  The  resources  we  raise  are  delivered  through  30  local  programs  that 
maintain  accountability  to  local  borrowers.  We  are  different  from  most  other  CDFIs 
because  our  only  market  is  CDCs,  rather  than  individuals  or  profit-motivated  bor- 
rowers, and  because  we  are  legally  structured  as  a  single  nationwide  organization, 
rather  than  as  30  separate  local  entities.  However,  our  legal  form  should  not  dis- 
tract anyone  from  the  essential  reality  that  LISC  is  a  constellation  of  30  local  CDFIs 
that  provide  loans,  guarantees,  grants,  equity  investments,  capacity  building  sup- 
port, and  training  and  technical  assistance. 

As  our  local  programs  have  grown  in  size  and  in  number,  we  have  identified  and 
aggressively  pursued  opportunities  to  assemble  greater  private  resources  for  local 
community  development  efforts  and  to  do  so  on  a  wholesale  basis.  We  have  estab- 
lished two  affiliates,  modeled  on  programs  first  tested  at  the  local  level,  that  gen- 
erate more  private  resources  more  efficiently  than  would  be  possible  on  a  local  retail 
basis. 

•  One  affiliate  is  the  National  Equity  Fund  that  raises  corporate  equity  based  on 
the  Low  Income  Housing  Tax  Credit  for  investment  in  CDC-sponsored  aflbrdable 
housing  in  areas  where  LISC  has  a  presence.  This  approach,  originally  spawned 
by  our  Chicago  program,  has  worked  exceptionally  well.  When  we  started  m  1987, 
we  raised  $14  million;  last  year  NEF  raised  $223  million;  and  the  total  over  that 
entire  period  has  reached  $619  million. 

•  Another  afTiliate,  which  I  will  discuss  in  further  detail  later,  is  the  Local  Initia- 
tives Managed  Assets  Corporation,  or  LIMAC,  which  provides  liquidity  to  CDFIs 
and  similar  organizations  operating  across  the  country.  LIMAC  aggregates  funds 
from  large  institutional  investors  and  makes  them  available  to  CDFIs  to  fuel  their 
lending.  This  program  comes  from  Boston,  where  a  local  foundation,  the  Hyams 
Trust,  purchased  our  Boston  loan  portfolio  to  replenish  the  local  lending  fX)ol. 

•  We  are  in  the  midst  of  launching  a  third  afTiliate  to  raise  corporate  equity  invest- 
ments in  CDC-sponsored  neighborhood  commercial  centers  with  supermarket  an- 
chors. 

With  these  national  wholesale  operations,  our  retail  network  concentrates  on 
what  it  does  best,  which  is  to  focus  on  the  local  effort. 

Elements  of  a  Concerted  Community  Development  Finance  System 

We  commend  the  administration  and  the  Senate  for  recognizing  that  what  distin- 
guishes CDFIs  is  both  their  community  development  mission  and  the  specialized 
credit  they  provide  to  advance  that  mission.  We  conunend  you  for  recognizing  the 
primacy  of  tne  community  development  mission,  and  that  financial  institutions  are 
a  crucial  part  of  that  mission.  This  revitalization  mission  dictates  the  roles  and 
functions  an  institution  must  play.  The  South  Shore  Bank,  with  its  various  affiliates 
that  undertake  real  estate  development,  minority  and  small  business  investments, 
and  employment  and  arts  programs,  is  an  excellent  example  of  this.  Its  efforts  re- 
flect difterent  imperatives  than  those  of  financial  institutions  generally.  We  believe 
that  the  legislation  is  well  oriented  to  address  the  central  issues — the  kinds  of  credit 
and  other  resources  that  are  required  to  foster  the  development  of  a  specific  commu- 
nitv. 

As  I  mentioned  at  the  outset,  we  at  LISC  see  the  CDFI  legislation  as  a  building 
block  of  a  concerted  community  development  finance  system.  This  system  involves 
several  components:  traditional  market-rate  capital,  such  as  residential  and  com- 
mercial mortgages  and  small  business  and  consumer  loans;  non-traditional  capital, 
such  as  early-stage  or  customized  loans;  technical  assistance  and  other  market  de- 
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velopment  services;  and,  in  some  communities,  basic  banking  services.  Catalytic 
pubuc-purpose  development  capacity,  as  CDCs  provide,  is  also  an  important  compo- 
nent. 

The  Role  of  Mainstream  Lenders 

We  believe  that  conventional  lenders,  principally  regulated  financial  institutions, 
should  be  the  primary  originators  of  conventional  real  estate  and  business  loans  for 
community  development.  These  institutions  have  access  to  tremendous  amounts  of 
capital,  well-trained  lending  staff,  marketing  wherewithal,  and  outlets  and  systems 
for  delivering  a  range  of  banking  and  financial  services.  It  would  be  extremely  dan- 
gerous to  regard  CDFIs  as  a  separate  and  complete  banking  system  for  distressed 
communities.  Not  only  would  this  be  an  enormously  complex,  lengthy,  and  massive 
undertaking;  moreover,  it  would  send  a  mistaken  message  that  traditional  financial 
institutions  cannot  operate  effectively  in  low-income  communities,  and  by  implica- 
tion, that  they  shoulcf  not  be  expected  to.  It  would  further  isolate  distressed  commu- 
nities from  the  financial  mainstream  they  so  desperately  need  to  join. 

The  legislation  averts  this  dangerous  course  and  properly  focuses  on  the  objective 
of  building  bridges  to  the  financial  mainstream.  This  is  right  on  track.  It  is  terribly 
important  that  the  administration  remains  serious  about  the  Community  Reinvest- 
ment Act.  We  believe  stronger  performance-driven  enforcement  of  CRA  is  the  single 
most  important  element  to  expanding  traditional  lending  in  these  communities. 
With  some  success,  you  may  begin  to  see  more  branches  of  financial  institutions  in 
distressed  communities  because  the  best  way  to  expand  lending  in  a  community  is 
to  have  a  presence  there.  Offering  a  safe  harbor  from  CRA  for  investment  in  CDFIs 
in  lieu  of  lending  performance  would  be  very  counterproductive. 

To  foster  community  reinvestment,  other  steps  should  be  taken.  Fannie  Mae  and 
Freddie  Mac  should  increase  their  role  in  the  expansion  of  housing  credit  in  dis- 
tressed neighborhoods;  the  Home  Mortgage  Disclosure  Act  should  be  extended  to 
small  business  and  other  non-residential  lending;  and  all  FHA  and  SBA  lenders 
should  be  subject  to  CRA. 

CDFIs:  Sources  of  Catalytic,  Non-traditional  Financing 

As  much  as  traditional  financial  institutions  can  do,  they  cannot  do  everything. 
Their  operations  are  driven  by  standardization,  collateral  requirements,  ana  scale. 
These  factors  permit  them  to  minimize  transaction  costs  and  contribute  to  the  effi- 
ciency of  the  banking  system  overall.  There  are  many  community  development  loans 
that  meet  these  requirements,  and  traditional  financial  institutions  need  to  make 
more  of  them.  But  some  loans  are  too  small,  too  risky,  early-stage,  or  are  simply 
too  idiosyncratic  to  expect  traditional  financial  institutions  to  make  on  a  regular 
basis.  So  CDFIs  have  risen  to  fill  the  gap.  They  make  the  loans  that  others  can  not. 
This  non-traditional  lending  is  essential  to  meet  certain  community  credit  needs  and 
to  prime  the  pump  for  traditional  lending. 

This  is  not  just  a  theoretical  construct.  Often,  when  I  visit  a  young  CDC  doing 
its  first  project,  I  find  out  that  this  project  is  the  first  tangible  sign  oi  progress  in 
the  community  in  as  many  as  20  or  30  years.  Usually,  LISC  is  the  first,  out  not 
the  only  investor  in  such  a  project.  We  often  provide  the  very  early  stage  loans, 
along  with  technical  assistance,  that  are  needed  to  take  a  good  project  concept  to 
the  point  where  it  is  sufficiently  concrete  that  banks  and  public  agencies  can  commit 
to  it.  We  provide  construction  loans  or  loan  guarantees  in  order  to  induce  a  bank 
to  make  a  loan  on  a  project.  We  have  provided  so-called  "mini-perms"  for  commer- 
cial projects  in  cases  where  the  market  has  not  yet  been  demonstrated  and  some 
seasoning  is  required  to  show  banks  that  the  market  is  indeed  there.  Because  com- 
munity development  is  our  only  line  of  business  and  CDCs  are  our  only  customers, 
we  have  not  only  the  commitment  but  the  skills  accumulated  over  several  years  of 

Eractice  to  make  these  judgments,  and  to  keep  making  them.  Like  other  CDFIs,  we 
ave  experienced  very  few  losses  because  we  understand  the  local  market,  know  the 
borrowers,  see  the  investment  opportunities,  and  have  the  ability  to  manage  the 
risks. 

The  Bill's  Framework 

We  believe  that  the  legislation  before  you  now  goes  a  long  way  to  effectively  sup- 
port the  kinds  of  lending  and  technical  assistance  that  CDFIs  have  proven  them- 
selves adept  at  providing. 

Blending  Functional  Rigor  With  Structural  Flexibility 

The  bill  wisely  permits  CDFIs  with  different  structures  to  secure  resources 
through  the  program;  they  may  be  insured  or  not,  new  or  existing,  for-profit,  non- 
profit, or  depositor-owned.  In  so  doing,  the  approach  is  rigorous  on  function  but 
flexible  on  form.  This  is  a  strength,  since  experience  shows  that  a  variety  of  struc- 
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tures  woric  very  well.  Indeed,  we  see  the  selection  preference  given  to  insured  de- 
positories as  unnecessary,  and  perhaps  counterproductive  in  some  locations. 

The  Community  Development  Mission 

The  legislation  focuses  resources  on  mission-driven  institutions.  We  believe  that 
this  is  very  appropriate  because  the  community  development  mission  is  what  keeps 
LISC  and  other  CDFIs  focused  on  the  long-term  process  of  community  renewal.  For 
example,  LISC  could  decide  to  lend  to  any  CDC  in  the  country  (or,  for  that  matter, 
to  non-profits  without  any  community  development  mission),  but  we  would  dissipate 
the  catalytic  effect  that  a  localized  community  development  focus  brings. 

It  bears  emphasizing  that  this  mission  focus  by  CDFIs  paves  the  way  for  main- 
stream financial  institutions  rather  than  supplants  them.  I  believe  that  the  many 
banks  that  invest  in  community  development  throu^  LISC,  the  Delaware  Valley 
Community  Reinvestment  Fund,  and  other  CDFIs  would  tell  you  that  the  loans  we 
make  help  them  make  more  loans,  either  on  the  same  project  or  on  subsequent 

f)rojects.  The  reason  why  they  seek  us  out  is  that  CDCs  and  CDFIs  start  to  stimu- 
ate  local  markets  and  create  the  lendingopportunities  that  mainstream  institutions 
use  in  order  to  do  their  CRA  business.  Therefore,  the  reason  for  a  bank's  investing 
in  a  CDFI  should  be  that  the  CDFI  will  generate  conventional  lending  opportunities. 

Market  Focus 

Community  Development  Banking  and  Financial  Institutions  Act  of  1993  requires 
an  institution  to  serve  a  specific  market — defined  by  geography  or  by  clientele. 
LISC,  in  fact  does  both.  Each  of  our  30  programs,  listed  in  an  attachment,  is  an 
ongoing  local  program  serving  a  specific  community,  with  local  accountability  and 
a  funding  pool  restricted  exclusively  to  that  locale.  We  have  a  few  new  Statewide 

grograms,  but  they  generally  serve  a  cluster  of  smaller  cities  or  regions  within  a 
tate.  In  addition,  our  clientele,  in  every  area,  consists  solely  of  CDCs. 
There  are  two  observations  to  be  made  here.  The  first  is  that,  in  our  experience, 
in  order  to  have  a  significant  impact  on  the  market  you  are  serving,  you  have  to 
be  in  close  touch  with  that  market  and  the  other  institutions  operating  there.  So 
a  CDFI's  target  area  needs  to  be  small  enough  to  make  a  real  difierence  and  large 
enou^  to  sustain  efficient  operations.  Second,  we  believe  a  technical  change  is  in 
order  to  better  acconunodate  organizations  like  LISC  that  operate  through  a  con- 
stellation of  distinct  community  development  programs  in  disparate  places  under  a 
single  legal  entity.  Since  each  of  these  programs  is  in  essence  its  own  local  CDFI, 
we  should  not  be  penalized  for  difTerences  of  legal  form  rather  than  substance,  so 
long  as  all  of  the  substantive  criteria  are  indeed  met.  This  is  consistent  with  the 
bill's  general  emphasis  on  substance  over  form. 

Capitalization 

CDFIs  have  two  needs:  for  capitalization  and  liquidity.  With  respect  to  capitaliza- 
tion, CDFIs  need  capital  just  like  any  other  financial  institution.  The  bill  would  pro- 
vide capital  on  a  matching  basis. 

We  believe  that  this  is  a  good  approach.  That  an  entity  must  sustain  rigorous 
third  party  review  to  secure  matching  funds  is  a  good  screen  for  the  Federal  Grovem- 
ment  to  use  when  selecting  among  applicants.  Further,  a  matching  approach  multi- 
plies the  impact  of  limitea  Federal  resources.  Finally,  an  institution's  ability  to  se- 
cure some  matching  funds  shows  that  there  is  an  institutional  infrastructure  that 
is  also  committed  to  the  effort,  and  that  the  Federal  Government  will  not  be  travel- 
ing alone.  It  is  important  for  the  Government  to  elicit  broader  participation.  How- 
ever, some  flexibility  with  regard  to  match  may  be  required  in  particular  environ- 
ments (some  rural  areas,  for  example). 

Building  CDFI  Technical  Capacity 

The  support  for  building  the  capacity  of  CDFIs — through  training  and  technical 
assistance  and  the  establishment  of  a  formal  communications  network — is  also  im- 
portant, especially  if  the  program  is  to  work  well  for  new  CDFIs.  I  can  personally 
attest  to  the  benefits  of  a  communications  network.  LISC's  national-local  partner- 
ship expedites  and  advances  the  process  of  learning,  adapting,  and  applying  success- 
ful approaches  undertaken  by  others.  At  the  same  time,  communications  in  the  field 
are  very  uneven,  and  the  wheel  is  still  being  reinvented  in  many  cases. 

An  Opportunity  To  Do  More:  A  Source  of  Liquidity 

This  legislation  marks  the  end  of  the  first  stage  in  the  operations  of  CDFIs,  and 
the  beginning  of  a  second,  more  substantial  and  sophisticated  stage.  Until  now, 
CDFIs  have  mostly  functioned  on  a  small,  demonstration  basis  with  no  concerted 
Federal  support.  They  have  been  portfolio  lenders,  except  to  the  extent  that  they 
secured  more  funds  for  loans  through  the  handful  of  specialized  organizations,  like 
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LIMAC  or  Neighborhood  Housing  Services  of  America,  that  serve  the  non-profit  non- 
traditional  financing  sector.  This  is  roughly  where  residential  lending  was  before 
Ginnie  Mae,  Fannie  Mae,  and  Freddie  Mac  were  bom. 

This  legislation  proposes  to  move  CDFIs  into  a  higher  gear.  It  recognizes  what 
they  have  accompbshed  and  seeks  to  ratchet  it  up  through  the  provision  of  capital 
assistance.  There  is  also  an  opportunity  to  help  CDFIs  move  beyond  portfolio  lend- 
ing. If  what  we  are  trying  to  do  is  expand  CDFI  activities  meaningfully  with  some 
but  not  unlimited  Federal  fiinds,  we  could  take  great  advantage  of  a  system  to  ac- 
cess private  capital  for  non-traditional  lending  on  a  larger  and  more  efficient  basis. 

On  the  conventional  side  of  the  market,  the  advent  of  secondary  markets  trig- 
gered a  transformation  in  home  mortgage  lending  by  enabling  local  lenders  to  pro- 
vide more  financing  than  portfolio  lending  alone  would  permit.  However,  the  main- 
stream secondary  markets,  driven  as  they  are  by  the  need  for  standardization,  high 
volumes,  and  the  effective  elimination  oi  risk,  cannot  meet  CDFIs'  needs.  The  non- 
traditional  loans  CDFIs  make  are  inherently  much  too  risky,  non-standard,  and 
small  to  be  sold  in  the  secondary  market.  Moreover,  the  volume  is  too  small  for  a 
true  secondary  market  to  emerge  for  CDFIs.  But  other  avenues  could  be  developed 
to  provide  the  necessary  liquidity  for  CDFIs. 

LISC's  affiliate  LIMAC,  and  a  few  other  similar  organizations,  show  how  this  can 
be  done.  LIMAC  provides  liquidity  to  non-profit  CDFIs  using  funds  raised  from 
large  institutional  investors,  such  as  insurance  companies,  pension  funds,  financial 
institutions,  and  foundations.  To  date,  LEMAC  has  raised  $20  million  from  such 
sources,  and  will  shortly  seek  another  $25  million.  This  $25  million  will  include  both 
short-term  and  longer  term  funds,  and  the  majority  is  already  committed  to  non- 
profit CDFIs. 

These  funds  have  been  devoted  mostly  to  project  loans  and  equity  bridge  loans 
originated  by  non-profit  CDFIs.  The  loans  are  for  projects  located  in  low-income 
communities  in  22  States  and  range  in  amount  from  $25,000  to  $2  million.  The 
kinds  of  projects  include  low-income  rental  housing,  single  room  occupancy  hotels, 
trailer  parks,  child  care  and  other  community  service  facilities,  commercial  facilities, 
and  manufacturing  equipment. 

To  step  up  these  activities,  the  Community  Development  Banking  and  Financial 
Institutions  Act  of  1993  could  provide  capital  grants  on  a  matching  tasis  to  private 
non-profit  wholesale  financing  sources  to  provide  liquidity  to  CDFIs.  A  matchmg  ap- 
proach has  many  of  the  same  advantages  here  as  it  does  for  the  direct  funding  for 
CDFIs.  It  ensures  that  an  entity  can  sustain  private  sector  scrutiny  and  is  an  appro- 
priate incentive  structure  for  private  wholesale  financing  sources,  which  must  gain 
private  sector  acceptance  in  onler  to  be  successful.  A  matching  approach  enables  the 
Federal  Government  to  leverage  its  scarce  resources  and  stimulate  broader  invest- 
ment and  involvement  in  the  community  development  finance  system.  Assuming  a 
one-to-one  private  match,  and  that  wholesale  financing  organizations  can  raise  $5 
in  private  financing  for  each  dollar  of  their  capital  base,  each  dollar  of  Federal  sup- 
port would  generate  $10  in  private  funds  for  CDFIs  to  make  non-traditional  loans. 

These  wholesalers  would  have  the  same  legal  and  financial  relationship  with  the 
Government  as  CDFIs,  with  the  risk  of  financial  loss  strictly  limited  to  any  Federal 
funds  invested  in  them — with  no  implicit  or  explicit  guarantee  of  the  private  invest- 
ment funds  or  the  wholesalers  themselves. 

We  believe  that  a  parallel  expansion  of  private  wholesale  financing  sources  to  pro- 
vide liquidity  to  CDFIs  is  an  opportunity  to  attain  a  new  and  higher  level  of  CUFI 
performance  and  impact. 

Conclusion 

This  concludes  mv  testimony.  I  appreciate  the  opportunity  to  give  you  my  com- 
ments on  this  legislation,  and  would  be  pleased  to  answer  any  questions  you  may 
have. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SASSER 

FROM  FRANK  N.  NEWMAN 

Q.l.  Role  of  Traditional  Lenders — As  you  know,  the  administra- 
tion's proposal  includes  a  provision  whicn  restricts  participation  in 
the  program  to  institutions  that  have  a  primary  mission  of  promot- 
ing community  development.  If  an  institution  is  engaged  in  commu- 
nity development  lending,  but  not  as  its  primary  function,  it  still 
may  not  participate. 

a.  Does  this  policy  leave  the  vast  majority  of  financial  institu- 
tions, and  the  assets  they  control,  with  no  new  incentive  to  engage 
in  community  development  lending? 

b.  Do  you  think  it  would  be  appropriate  to  consider  changes  to 
the  bill  that  would  add  new  incentives  for  traditional  lenders  to  in- 
crease their  development  lending? 

c.  It  is  my  understanding  that  the  bill  makes  any  subsidiary  of 
a  bank  holding  company  ineligible,  unless  the  entire  holding  com- 
pany meets  the  criteria  for  targeting  its  activities.  This  could  cut 
out  some  subsidiaries  that  really  could  be  helpful — for  example, 
suppose  a  bank  and  a  minority  bank  wanted  to  undertake  a  joint 
venture.  Do  you  think  it  would  be  appropriate  to  develop  more  pre- 
cise criteria  for  who  is  eligible  so  that  such  activities  could  be  per- 
missible under  the  program? 

A.1^,  b,  c.  With  funding  for  this  program  limited,  it  is  important 
to  emphasize  providing  assistance  to  institutions  whose  primary 
purpose  is  community  development,  as  done  by  S.  1275.  The  admin- 
istration also  agrees  that  there  is  an  important  role  to  be  played 
by  traditional  lenders  in  community  development.  Traditional  lend- 
ers can  participate  in  community  development  through  grants, 
loans,  or  investments  in  community  development  corporations  or 
other  CDFIs;  and  they  can  make  use  of  a  wide  range  of  existing 
public  sector  programs  designed  to  promote  community  develop- 
ment through  small  business  and  affordable  housing  financing.  In 
addition,  the  regulators'  impending  revision  of  CRA  will  provide  an 
incentive  to  traditional  lenders  to  substitute  performance  for  paper- 
work. 

While  most  traditional  banks  and  holding  company  subsidiaries 
could  not  qualify  for  Fund  assistance  by  themselves,  the  adminis- 
tration's proposal  would  allow  a  CDFI  that  is  owned  jointly  by  tra- 
ditional banks  to  receive  assistance  from  the  Fund.  In  add.ition, 
under  the  administration's  proposal  traditional  banks  may  enter 
into  joint  ventures  with  institutions  that  qualify  as  CDFIs  to  en- 
gage in  community  development  activities. 

The  provisions  of  S.  1275  contain  incentives  for  traditional  lend- 
ers to  participate  in  community  development.  First,  it  makes  multi- 
bank  community  development  corporations  eligible  for  Fund  assist- 
ance, provided  that  no  individual  participating  bank  owns  more 
than  25  percent  of  the  multi-bank  CDC.  Second,  it  permits  tradi- 
tional lenders  to  enter  into  a  community  partnership  with  CDFIs 
seeking  assistance  from  the  Fund,  provided  that  the  traditional 
lender  will  not  receive  money  from  the  Fund  and  any  assistance 
flowing  to  the  CDFI  could  not  be  used  in  any  way  to  supplement 
the  activities  of  the  traditional  lender.  Finally,  traditional  lenders 
are  eligible  to  provide  technical  assistance  and  training  under  con- 
tract to  the  Fund. 
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Q^.  Matching  Requirements — ^The  administration's  bill  does  not 
establish  a  specific  matching  requirement  for  uninsured  Commu- 
nity Development  Financial  Institutions,  as  it  does  for  uninsured 
CDFIs.  Instead,  it  allows  the  Fund  to  use  discretion  in  setting 
matching  requirements. 

What  IS  the  administration's  intention  concerning  the  match  re- 
quirements for  insured  CDFIs?  Would  the  match  imposed  on  unin- 
sured CDFIs,  in  some  cases,  be  greater  than  the  one-to-one  match- 
ing requirement  that  will  apply  to  insured  CDFIs? 

A.2.  The  administration  prefers  that  insured  institutions  not  re- 
ceive assistance  from  the  Fund  with  less  than  a  1:1  match.  Since 
insured  institutions  are  protected  by  deposit  insurance  and  regu- 
lated for  safety  and  soundness,  insured  CDFIs  should  more  easily 
attract  private  matching  funds.  Also,  it  is  unlikely  that  bank  regu- 
lators will  accept  a  situation  in  which  a  private,  Federally-insured 
institution  is  capitalized,  or  otherwise  financed,  with  a  greater 
share  of  Federal  than  private  funds  at  risk.  On  balance,  the  1:1 
minimum  match  is  sufficient  to  show  that  the  applicant  has  funds 
at  risk,  yet  it  is  not  so  unreasonable  as  to  be  an  obstacle  to  the  for- 
mation of  insured  CDFIs. 

In  the  case  of  uninsured  CDFIs,  however,  it  may  be  more  dif- 
ficult to  define  a  uniform  rule  as  to  what  constitutes  an  appropriate 
match.  Therefore,  the  administration  prefers  that  the  Board  be 
given  discretion  as  to  the  amount  of  the  match.  On  the  other  hand, 
nothing  should  prevent  the  Fund  from  requiring  an  applicant  to 
have  a  1:1  match  if  the  Fund  determined  such  a  match  appropriate 
in  individual  cases. 

As  a  general  matter,  S.  1275  requires  all  CDFIs  receiving  finan- 
cial assistance  from  the  Fund  to  match  that  assistance  with  not 
less  than  one  dollar  for  every  dollar  of  assistance  received.  Never- 
theless, S.  1275  permits  up  to  a  50  percent  reduction  in  matching 
requirements  for  any  applicant  with  severe  constraints  in  accessing 
private  sources  of  funds. 


182 


II 


103d  congress 
1st  Session 


S.1275 


To  facilitate  the  establishment  of  community  development  financial 

institutions. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

July  21  (legislative  day,  Juke  30).  1993 

Mr.  RiEGLE  (for  himself,  Mr.  Sarbakes,  Mr.  DODD,  Mr.  IvERRY,  Mrs. 
Boxer.  Mr.  CAirPBELL,  Ms.  Moseley-Braun,  and  Mr.  Bradley)  in- 
troduced the  following  bill;  which  was  read  t«-iee  and  referred  to  the  Com- 
mittee on  Banking,  Housing,  and  Urban  Affairs 


A  BILL 


To  facilitate  the  establishment  of  community  development 
financial  institutions. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE. 

4  This  Act  ma}'  be  cited  as  the  "Community  Develop- 

5  ment  Banking  and  Financial  Institutions  Act  of  1993". 

6  SEC.  2.  FINDINGS  AND  PURPOSE. 

7  (a)  Findings. — The  Congress  tuuls  that — 

8  (1)  many  of  the  Nation's  urban  and  nu-al  eom- 

9  munities  and  Indian  reseiTations  face  critical  social 
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1  and  economic  problems  arising  in  part  from  the  lack 

2  of  economic  growth,  people  living  in  poverty,  and  the 

3  lack  of  employment  and  other  opportunities; 

4  (2)    the   restoration   and   maintenance   of   the 

5  economies  of  these  communities  \vill  require  coordi- 

6  nated   development   strategies,   intensive   supportive 

7  services,  and  increased  access  to  capital  and  credit 

8  for  development  activities,  including  investment  in 

9  businesses,  housing,  commercial  real  estate,  human 

10  development,  and  other  activities  that  promote  the 

11  long-term  economic  and  social  viability  of  the  com- 

12  munity; 

13  (3)  in  many  urban  and  rural  communities,  low- 

14  and  moderate-income  neighborhoods,  and  Indian  res- 

15  ervations,  there  is  a  shortage  of  capital  and  credit 

16  for  business  and  affordable  housing; 

17  (4)  access  to  capital  and  credit  is  essential  to 

18  unleash    the    untapped    entrepreneurial    energy'    of 
"19  America's  poorest  communiiies  and  to  empower  indi- 

20  \iduals  and  communities  to  become  self-sufficient; 

21  and 

22  (5)    community   development    financial    institu- 

23  tions  have  proven  their  ability  to  identify  and  re- 

24  spond  to  community  needs  for  capital,  credit,  and 
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1  development  services  in  the  absence  of,  or  as  a  com- 

2  plement  to,  services  provided  by  other  lenders. 

3  (b)  Purpose. — The  purpose  of  this  Act  is  to  create 

4  a  Community  Development  Banldng  and  Financial  Insti- 

5  tutions  Fund  that  will  support  a  program  of  investment 

6  in  and  assistance  to  community  development  financial  in- 

7  stitutions.  The  Community  Development  Banking  and  Fi- 

8  nancial  Institutions  F^ind  will  provide  financial  and  tech- 

9  nical  assistance,  including  training,  to  community  develop- 

10  ment  financial  institutions,  serve  as  a  national  information 

1 1  clearinghouse,  and  be  an  institutional  voice  for  community 

12  development.  The  community  development  financial  insti- 

13  tutions  that  the  Community  Development  Banking  and 

14  Financial  Institutions  Fund  supports  wll  provide  capital, 

15  credit,  and  development  services  to  targeted  investment 

16  areas  or  populations,  and  will  promote  economic  revitaliza- 

17  tion  and  community  development. 

18  SEC.  3.  DEFINITIONS. 

19  -(a)  Appropriate  Federal  Banking  Agenc"i'. — 

20  The  term  "appropriate  Federal  banking  agency"  has  the 

21  same  meaning  given  such  term  in  section  3(q)  of  the  Fed- 

22  eral  Deposit  Insurance  Act  (12  U.S.C.  1813(q)). 

23  (b)  Community  De\t:lop.ment  Financlvl  Insti- 

24  tution. — The  term  "community  development  financial  in- 

25  stitutioii"  means  any  bank,  savings  association,  depository 
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1  institution  holding  company,  credit  union,  micro-enter- 

2  prise  loan  fund,  community  development  corporation,  com- 

3  munity  development  revolving  loan  fund,  minority-ouned 

4  or  other  insured  depository  institution,  or  non-depository 

5  organization  that — 

6  (1)  has  as  its  primary  mission  the  promotion  of 

7  community   development   through    the   provision   of 

8  capital,  credit,  or  development  services  in  its  invest- 

9  ment  areas  or  to  targeted  populations;  and 

10  (2)  encourages,  through  representation  on  its 

11  governing  board  or  otherwise,  the  input  of  residents 

12  in  the  investment  area  or  the  targeted  populations. 

13  A  depository  institution  holding  company  may  qualify  as 

14  a  community  development  financial  institution  only  if  the 

15  holding  company  and  its  subsidiaries  collectively  satisfS' 

16  the  requirements  of  paragraphs  (1)  and  (2).  No  subsidiary- 

17  of  a  depositor}'  institution  holding  company  may  qualifv' 

18  as  a  community  development  financial  institution  if  the 

19  holding  company  and  its  subsidiaries  collectively  do  not 

20  meet  the  requirements  of  paragraphs  (1)  and   (2).  The 

21  term  "community  development  financial  institution"  does 

22  not  include  an  agency  or  instrumentality  of  the  United 

23  States  or  an  agency  or  instrumentallity  of  any  State  or 

24  political  subdi\'isioii  thereof. 
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1  (c)    Depository    Institution    Holding    Com- 

2  PANY. — The  term  "depostitory  institution  holding  com- 

3  pany"  has  the  same  meaning  given  such  term  in  section 

4  3(w)  of  the  Federal  Deposit  Insurance  Act  (12  U.S.C. 

5  1813(w)). 

6  (d)  Development  Services. — The  term  "develop- 

7  ment  services"  means  activities  conducted  by  a  community 

8  development  financial  institution  that  promote  community 

9  development  by  developing,  supporting,  and  strengthening 

10  the  lending,  investment,  and  capacity-building  activities 

1 1  undertaken  by  institutions,  including,  but  not  limited  to — 

12  (1)  business  planning  services; 

13  (2)  financial  and  credit  counseling  services; 

14  (3)  marketing  and  management  assistance;  and 

15  (4)    administrative    activities    associated    wth 

16  lending  or  investment. 

17  (e)  Insured  Community  Development  Financial 

18  Institution. — The  term  "insured  community  develop- 

19  ment  financial  institution"  means  any  community  develop- 

20  ment  financial  institution  tliat  is  an  insured  depositor^'  in- 

21  stitution.  The  term  also  includes  an  insured  credit  union 

22  which  has  been  designated  as  low-income  by  the  National 

23  Credit  Union  Administration. 

24  (f)  Insured  Credit  U.vion. — The  term  "insured 

25  credit  union"  has  the  same  meaning  given  such  term  in 
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1  section  101(7)  of  the  Federal  Credit  Union  Act  (12  U.S.C. 

2  1752(7)). 

3  (g)  Insured  Depository  Institution. — The  term 

4  "insured  depository  institution"  has  the  same  meaning 

5  given  such  term  in  section  3(e)  of  the  Federal  Deposit  In- 

6  surance  Act  (12  U.S.C.  1813(c)). 

7  (h>    iNVESTilBNT    ARBA.-^Th«' .  term    "imrestment 

8  area"  means  an  identifiable  community  that — 

9  (1)  meets  objective  criteria  of  distress,  including 

10  the  number  of  low-income  families,  the  extent  of 

11  poverty,  the  extent  of  unemplov-ment,  the  extent  of 

12  unmet   credit   needs,   the   degree   of  availability  of 

13  basic  financial  services,  the  degree  of  limited  access 

14  to  capital  and  credit  provided  by  existing  financial 

15  institutions,  and  other  factors  that  the  Fund  deter- 

16  mines  to  be  appropriate;  or 

17  (2)  is  located  in  an  empowerment  zone  or  enter- 

18  prise  community  designated  under  section  1391  of 

19  the  Internal  Revenue  Code  of  1986. 

20  (i)  Qualified  Community  DE^'EL0PME^•T  Finan- 

21  CIAL  Institution. — The  term  "qualified  community  de- 

22  velopment  financial  institution"  means  a  community  devel- 

23  opment  financial  institution  that  meets  the  requirements 

24  of  sections  5(b)  (2)  through  (8)  of  this  Act. 
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1  (j)  Targeted  Population. — The  term  "targeted 

2  population"  means  an  identifiable  group  of  low-income  or 

3  disadvantaged  persons  that  are  underserved  by  existing  fi- 

4  nancial  institutions. 

5  SEC.  4.  ESTABLISHMENT  OF  NATIONAL  FUND  FOR  COMMU- 

6  NTTY  DEVELOPMENT  BANKING. 

7  (a)  In  General. — There  is  created  and  chartered  a 

8  body  corporate  to  be  known  as  the  Community  Develop- 

9  ment  Banking  and  Financial  Institutions  Fund  (referred 

10  to  in  this  Act  as  the  "Fund")  that  shall  have  the  powers 

1 1  and  responsibilities  specified  by  this  Act.  The  Fund  shall 

12  have  succession  until  dissolved.  The  charter  of  the  Fund 

13  may  be  revised,  amended,  or  modified  by  Congress  at  any 

14  time.  The  offices  of  the  Fund  shall  be  in  Washington,  D.C. 

15  (b)  Board  of  Directors. — 

16  (1)   In  general. — The  powers  and  manage- 

17  ment  of  the  Fund  shall  be  vested  in  a  Board  of  Di- 

18  rectors  (referred  to  in  this  Act  as  the  "Board"), 

19  which  shall  have  nine  members. 

20  (2)    Members. — The  members   of  the   Board 

21  shall  consist  of  the  following: 

22  (A)  The  Secretary  of  Agriculture. 

23  (B)  The  Secretary  of  Commerce. 

24  (C)  The  Secretary-  of  Housing  and  Urban 

25  Development. 
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1  (D)  The  Secretary  of  the  Treasury. 

2  (E)  The  Administrator  of  the  Small  Busi- 

3  ness  Administration. 

4  (F)  Four  private  citizens,  appointed  by  the 

5  President  with  the  advice  and  consent  of  the 

6  Senate,  that  collectively — 

7  (i)  represent  community  groups  whose 

8  constituencies  include  low-income  persons 

9  or  residents  of  investment  areas, 

10  (ii)   have  expertise  in  the  operations 

1 1  and  activities  of  insured  depository  institu- 

12  tions,  and 

13  (iii)  have  expertise  in  community  de- 

14  velopment  and  lending; 

15  provided  that  there  should  not  be  less  than  one 

16  member  from  each  of  the  three  categories  de- 

17  scribed  in  clauses  (i)  through  (iii)  of  this  sub- 

18  paragraph. 

19  (3)   Chairperson. — The   President  shall   ap- 

20  point  from  among  the  members  of.  the  Board  speei- 

21  fied  in  paragraph  (2)(F)  a  chairperson  of  the  Board, 

22  who  shall  serve  at  the  pleasure  of  the  President  for 

23  a  term  of  two  years. 

24  (4)  Vice-Chairperson. — The  President  shall 

25  appoint  from  among  the  members  specified  in  para- 
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1  ■  graph  (2)  a  vice-chairperson  who  will  serve  as  chair- 

2  person  in  the  absence,  disability,  or  recusal  of  the 

3  chairperson.  The  vice-chairperson  shall  serve  at  the 

4  pleasure  of  the  President  for  a  term  of  two  years. 

5  (5)  Terms  of  appointed  members. — 

6  (A)     In    general. — Each    member    ap- 

7  .  pointed   pursuant   to   paragraph    (2)(F)    shall 

8  serve  at  the  pleasure  of  the  President  for  a 

9  term  of  four  years,  except  as  provided  in  para- 

10  graph  (5)(C). 

11  (B)  Vacancies. — Any  member  appointed 

12  to  fill  a  vacancy  occurring  prior  to  the  expira- 

13  tion  of  the  term  for  which  the  previous  member 

14  was  appointed  shall  be  appointed  for  the  re- 

15  mainder  of  such  term.  Appointed  members  may 

16  continue  to  serve   following  the  expiration  of 

17  their  terms  until  a  successor  is  appointed  and 

18  qualified. 

19  (C)  Terms.— The  terms  of  the  initial  ap- 

20  pointed  members  shall  be  for  four  years  and 

21  shall  begin  on  the  date  each  member  is  ap- 

22  pointed,  except  that  two  of  tiie  members  ini- 

23  tially  appointed  pursuant  to  paragraph  (2)(F) 

24  shall  be  designated  to  scire  at  the  piea.sure  of 

25  the  President  for  five  years. 
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1  (6)  Acting  officials. — In  the  event  of  a  va- 

2  cancy  or  absence  of  the  individual  in  any  of  the  of- 

3  fices  described  in  paragraphs  (2)  (A)  through  (E), 

4  the  official  acting  in  that  office  shall  be  a  member 

5  of  the  Board. 

6  (7)  Authority  to  delegate. — Each  member 

7  of    the    Board    specified    in    paragraphs    (2)    (A) 

8  through  (E)  may  designate  another  official  who  has 

9  been  appointed  by  the  President  with  the  ad\ice  and 

10  consent  of  the  Senate  within  the  same  agency  to 

1 1  serve  as  a  member  in  his  or  her  stead. 

12  (8)   Compensation. — Members   of  the   Board 

13  who  are  othennse  officers  or  employees  of  the  Unit- 

14  ed  States  shall  serve  without  additional  compensa- 

15  tion  for  their  duties  as  members,  but  shall  be  reim- 

16  bursed  by  the  Fund  for  travel,  per  diem,  and  other 

17  necessary  expenses  incurred  in  the  performance  of 

18  their  duties,  in  accordance  with  sections  5702  and 

19  5703  of  title  5,  United  States  Code.  The  appointed 

20  members  of  the  Board  shall  be  entitled  to  receive 

21  compensation  at  the  daily  equivalent  of  the  rate  for 

22  a  position  under  Level  TV  of  the  Executive  Schedule 

23  under  section  5315  of  title  5,  United  States  Code, 

24  and  shall  be  reimbursed  by  the  Fund  for  travel,  per 

25  diem,  and  other  necessaiy  expenses  incurred  in  the 
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1  performance  of  their  duties,  in  accordance  \vith  sec- 

2  tions  5702  and  5703  of  title  5,  United  States  Code. 

3  (9)  Meetings. — The  Board  shall  hold  meetings 

4  at  least  quarterly.   Special  meetings  of  the  Board 

5  may  be  called  by  the  Chairperson  or  on  the  written 

6  request  of  three  members  of  the  Board.  A  majority 
1 of'  the  members  of  the  Board  in  office  shall  con- 

8  stitute  a  quorum. 

9  (c)  Officers  and  Employees. — The  Board  shall 

10  appoint  a  Chief  Executive  Officer  who  ^\^ll  be  responsible 

11  for  the  management  of  the  Fund  and  such  other  duties 

12  deemed  appropriate  by  the  Board.  The  Board  shall  ap- 

13  point  a  Chief  Financial  Officer  who  shall  oversee  all  of 

14  the  financial  management  activities  of  the  Fund.   The 

15  Board  shall  also  appoint  an  Inspector  General.  The  Board 

16  may  appoint  such  other  officers  and  employees  of  the 

17  Fund  as  the  Board  determines  to  be  necessary  or  appro- 

18  priate.  The  Chief  Executive  Officer,  Chief  Financial  Offi- 

19  cer,  and  up  to  3  other  officers  of  the  Fund  may  be  ap- 

20  pointed  without  regard  to  the  provisions  of  title  5  of  the 

21  United  States  Code  governing  appointments  in  the  Fed- 

22  eral  service  and  compensated  uithout  regard  to  chapter 

23  51  and  subchapter  III  of  chapter  53  of  title  5  of  the  Unit- 

24  ed  States  Code,  except  that  the  rate  of  pay  for  the  Chief 

25  E.xecutive  Officer  shall  not  exceed  the  rate  for  a  position 
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1  under  Level  n  of  the  Executive  Schedule  under  section 

2  5313  of  title  5  of  the  United  States  Code  and  the  rate 

3  of  pay  for  the  remaining  four  officers  shall  not  exceed  the 

4  rate  for  a  position  under  Level  IV  of  the  Executive  Sehed- 

5  ule  under  section  5315  of  title  5  of  the  United  States 

6  Code. 

7  (d)  General  Powders. — In  carrying  out  its  powers 

8  and  duties,  the  FVind — 

9  (1)  shall  have  all  necessary  and  proper  powers 

10  to  carry  out  its  authority  under  this  Act; 

11  (2)  may  adopt,  alter,  and  use  a  corporate  seal, 

12  which  shall  be  judicially  noticed; 

13  (3)  may  sue  and  be  sued  in  its  corporate  name 

14  and  complain  and  defend  in  any  court  of  competent 

15  jurisdiction; 

16  (4)  may  adopt,  amend,  and  repeal  bylaws,  rules, 

17  and  regulations  governing  the  manner  in  which  its 

18  business  may  be  conducted  and  shall  have  power  to 

19  make  such   rules   and   regulations  as  may  be  nec- 

20  essary  or  appropriate  to  implement  -the  provisions  of 

21  this  Act; 

22  (5)  may  enter  into  and  perform  such  agree- 

23  ments,    contracts,    and    transactions    as    may    be 

24  deemed  necessary'  or  appropriate  to  the  conduct  of 

25  acti\ities  authorized  under  this  Act; 
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1  (6))  may  determine  the  character  of  and  neces- 

2  sity  for  its  expenditures  and  the  manner  in  which 

3  they  shall  be  incurred,  allowed,  and  paid; 

4  (7)  may  utilize  or  employ  the  services  of  person- 

5  nel  of  any  agency  or  instrumentality  of  the  United 

6  States  with  the  consent  of  the  agency  or  instrumen- 

7  tality  concerned  on  a  reimbursable  or  non  reimburs- 

8  able  basis;  and 

9  (8)  may  execute  all  instruments  necessary  or 

10  appropriate  in  the  exercise  of  any  of  its  functions 

11  under  this  Act  and  may  delegate  to  members  of  the 

12  Board,  the  Chief  Executive  Officer,  or  the  officers  of 

13  the  Fund  such  of  its  powers  and  responsibilities  as 

14  it  deems  necessary  or  appropriate  for  the  adminis- 

15  tration  of  the  Fund. 

16  (e)     Wholly-Owned     Governjient     Corpora- 

17  TION. — 

18  (1)  The  Fund  shall  be  a  wholly-owned  Govem- 

19  ment  corporation  in  the  Executive  branch  and  shall 

20  be  treated  in  all  respects  as  an  agency  of  the  United 

21  States,  except  to  the  extent  this  Act  provides  other- 

22  wise. 

23  (2)  Section  9101(3)  of  title  31,  United  States 

24  Code  (the  Government  Corporation  Control  Act),  is 

25  amended — 
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1  (A)     by     redesignating    paragraphs     (B) 

2  through  (M)  as  paragraphs  (C)  through  (N), 

3  respectively;  and 

4  (B)  by  inserting  after  paragraph  (A)  the 

5  following: 

6  "(B)  the  Community  Development  Banking  and 

7  Financial  Institutions  Fund.";  and 

8  (3)  Section  9107(b)  of  title  31,  United  States 

9  Code   (the   Government   Corporation   Control  Act), 

10  shall  not  apply  to  deposits  of  the  Fund  made  pursu- 

1 1  ant  to  section  7  of  this  Act. 

12  (f)  Limitation  op  Fund  and  Federal  Liabil- 

13  ITY. — The  liability  of  the  Fund  and  of  the  United  States 

14  Government  arising  out  of  any  investment  in  a  community 

15  development  financial  institution  in  accordance  wth  this 

16  Act  shall  be  limited  to  the  amount  of  the  investment  and 

17  the  Fund  shall  be  exempt  from  any  assessments  and  other 

18  liabilities  that  may  be  imposed  on  controlling  or  principal 

19  shareholders  by  any  Federal  law  or  the  law  of  any  State, 

20  territory,  or  the  District  of  Columbia.  A  community  devel- 

21  opment  financial  institution  that  receives  assistance  pur- 

22  suant  to  this  Act  shall  not  be  deemed  to  be  an  agency, 

23  department,  or  instnimentality  of  the  United  States. 
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1  (g)  Prohibition  on  Issuance  of  Securities. — 

2  The  Fund  may  not  issue  stock,  bonds,  debentures,  notes, 

3  or  other  securities. 

4  SEC.  5.  APPLICATIONS  FOR  ASSISTANCE. 

5  (a)  Form  and  Procedures. — ^An  appHcation  for  as- 

6  sistance  under  this  Act  shall  be  submitted  by  an  applicant 

7  in  such  form  and  in  accordance  with  such  procedures  as 

8  the  Board  shall  establish.  The  Board  shall  publish  regula- 

9  tions  with  respect  to  application  requirements  and  proce- 

10  dures  not  later  than  210  days  after  enactment  of  this  Act. 

11  (b)  Minimum  Requirements. — The  Board  shall  re- 

12  quire  that  the  application — 

13  (1)  demonstrate  to  the  satisfaction  of  the  Board 

14  that  the  applicant  is,  or  upon  the  receipt  of  a  char- 

15  ter  will  be,  a  community  development  financial  insti- 

16  tution  as  defined  in  section  3(a)  of  this  Act; 

17  (2)  demonstrate  that  the  applicant  will  serve — 

18  (A)  a  targeted  population;  or 

19  (B)  an  area  which  is  an  investment  area; 

20  (3)  in  the  case  of  an  applicant  that  has  pre- 

21  viously   received    assistance   under   this   Act,    dem- 

22  onstrate  that  the  applicant — 

23  (A)  has  .successfully  carried  out  its  respon- 

24  sibilities  under  this  Act; 
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1  (B)  has  become  or  is  about  to  become  an 

2  entity  that  will  not  be  dependent  upon  assist- 

3  ance  from  the  Fund  for  continued  viability;  and 

4  (C)  will  expand  its  operations  into  a  new 

5  investment  area,  offer  new  services,  or  will  in- 

6  crease  the  volume  of  its  current  business; 

7  (4)  in  the  case  of  a  community  development  fi- 

8  nancial   institution   with   existing  operations,   dem- 

9  onstrate  a  record  of  success  of  serving  investment 

10  areas  or  targeted  populations; 

11  (5)  include  a  detailed  and  comprehensive  strate- 

12  gic  plan  for  the  organization  that  contains — 

13  (A)  a  business  plan  of  at  least  five  years 

14  that    demonstrates    the    applicant    is    properly 

15  managed  and  has  the  capacity  to  form  and  op- 

16  erate  a  community  development  financial  insti- 

17  tution  that  is,  or  w\\\  become,  an  entity  that  will 

18  not   be   dependent   upon    assistance    from    the 

19  F\ind  for  continued  viability; 

20  (B)  a  statement  that  the  applicant  has,  or 

21  will  have,  in  its  charter  or  other  governing  doc- 

22  uments  a  primarj-  commitment  to  community 

23  development,  or  other  evidence  of  a  prior  his- 

24  tory  and  a  continuing  affirmation  of  a  primary 

25  commitment  of  community  development; 
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1  (C)  an  analysis  of  the  needs  of  the  invest- 

2  ment  area  or  targeted  populations  and  a  strat- 

3  egy  for  how  the  applicant  will  attempt  to  meet 

4  those  needs; 

5  (D)  a  plan  to  coordinate  use  of  assistance 

6  from  the  Fund  with  existing  Federal,  govem- 

7  ment-sponsored  enterprise,  and  State  and  local 

8  assistance  programs,  and  private  sector  finan- 

9  cial  services; 

10  (E)  a  statement  that  the  proposed  activi- 

1 1  ties  of  the  applicant  are  consistent  Avith  existing 

12  economic,  community  and  housing  development 

13  plans  adopted  by  or  applicable  to  the  invest- 

14  ment  area; 

15  (F)  a  description  of  how  the  applicant  mil 

16  affiliate,  netAvork,  or  otherwise  coordinate  with 

17  a  full  range  of  community  organizations  and  fi- 

18  nancial  institutions  which  provide,  or  will  pro- 

19  vide,  capital,  credit,  or  secondary'  markets  in 

20  .  order  to  assure  that  banking,  econoriiie  develup- 

21  ment,  investment,  affordable  housing,  and  other 

22  related  senices  will  be  available  within  the  in- 

23  vestment  area  or  to  targeted  populations;  and 
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1  (G)  such  other  information  as  the  Board 

2  deems  appropriate  for  inclusion  in  the  strategic 

3  plan; 

4  (6)  demonstrate  that  the  applicant  will  carry  on 

5  its  activities  consistent  \vith  the  purposes  of  this  Act 

6  within  the  investment  area,  or  with  respect  to  a  tar- 

7  geted  population; 

8  (7)  include  a  detailed  and  specific  statement  of 

9  applicant's   plans   and    likely   sources   of   funds   to 

10  match  the  amount  of  assistance  from  the  Fund  with 

11  funds  from  private  sources  in  accordance  with  the 

12  requirements  of  section  7(d)  of  this  Act;  and 

13  (8)  include  such  other  information  as  the  Board 

14  may  require. 

15  (c)  Pre-Application  Outreach  Progra.m.— The 

16  Fund  shall  provide  for  an  outreach  program  to  identify 

17  and  pro\ide  information  to  potential  applicants  and  to  in- 

18  crease  the  capacity  of  potential  applicants  to  meet  the  ap- 

19  plication  and  other  requirements  of  this  Act. 

20  SEC.  6.  SELECTION  OF  INSTITUTIONS. 

21  (a)  Selectio.v  Criteru. — The  Board  shall,  in  its 

22  discretion,  select  applications  that  meet  the  requirements 

23  of  section  5  of  this  Act  and  award  assistance  from  the 

24  Fund  in  accordance  with  section  7  of  this  Act.  In  selecting 
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1  applications,  the  Board  shall  consider  applications  based 

2  on,  but  not  limited  to — 

3  (1)  the  likelihood  of  success  of  the  applicant  in 

4  forming  and  operating  a  community  development  fi- 

5  nancial  institution; 

6  (2)    the   range   and   comprehensiveness   of  the 
■7  •        capital,  credit,  and  de\'ek)pmenfr  ser/iccs  to  be  pro 

8  vided  by  the  applicant; 

9  (3)  the  extent  of  the  need,  as  measured  by  ob- 

10  jective   criteria   of  distress,    mthin   the    investment 

1 1  areas  or  targeted  populations  for  the  t\-pes  of  activi- 

12  ties  proposed  by  the  applicant; 

13  (4)  the  likelihood  that  the  proposed  activities 

14  will  benefit  a  significant  portion  of  the  investment 

15  areas  or  targeted  populations  or,  in  the  ease  of  a 

16  community  development  financial  institution  with  ex- 

17  isting  operations,  evidence  of  a  record  of  success  in 

18  serving  investment  areas  or  targeted  populations; 

19  (5)  the  extent  to  which  the  applicant  will  con- 

20  centrate  its  activities  on  serving  low  and  very  low- 

21  income  families; 

22  (6)  the  evidence  of  the  extent  of  a  broad  cross- 

23  section  of  support  from  the  investment  areas  or  tar- 

24  geted  populations; 
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1  (7)  the  experience  and  background  of  the  pro- 

2  posed  management  team; 

3  (8)  the  amount  of  legally  enforceable  commit- 

4  ments  available  at  the  time  of  application  to  meet  or 

5  exceed  the  matching  requirements  under  section  7(d) 

6  of  this  Act  and  the  strength  of  the  plan  for  raising 

7  the  balance  of  the  match; 

8  (9)   in  the  case  of  applicants  that  have  pre- 

9  viously  received  assistance  pursuant  to  this  Act,  the 
10  extent  to  which  they  have  met  or  exceeded  their  per- 
il formance  goals; 

12  (10)  the  extent  to  which  the  proposed  acti\ities 

13  will  expand  the  employment  base  \vithin  the  invest- 

14  ment  areas  or  the  targeted  populations; 

15  (11)  the  extent  to  which  the  applicant  is,  or  will 

16  be,  communit^'-o^Tied  or  community-governed; 

17  (12)  whether  the  applicant  is,  or  will  become, 

18  an  insured  community  development  financial  institu- 

19  tion; 

20  (13)  whether  the  applicant  is,  or  will  be  located, 

21  in  an  empowemient  zone  or  enterprise  community 

22  designated  under  section  1391  of  the  Internal  Reve- 

23  nue  Code  of  1986; 

24  (14)  in  the  case  of  an  institution  that  is  not  an 

25  insured  conmiunity  development  financial  institution, 
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1  the  extent  to  which  the  institution  has  or  \vill  have 

2  the  abihty  to  increase  its  resources  through  affiH- 
3.  ation  with  a  secondary  market,  insured  depository 

4  institution,  or  other  financial  intermediary  in  order 

5  to  multiply  the  amount  of  capital  or  credit  available 

6  for  community  development; 

7  (15)  in  the  case  of  an  insured  depository  insti- 

8  tution  or  insured  credit  union  applicant,  whether  the 

9  institution — 

10  (A)  has  or  will  have  a  substantial  affili- 

1 1  ation  with  an  entity  or  netAvork  of  entities  that 

12  are   community  development  financial   institu- 

13  tions;  and 

14  (B)  has  a  comprehensive  plan  for  providing 

15  meaningful  financial  assistance  to  such  an  en- 

16  tity  or  network  of  entities;  and 

17  (16)  other  factors  deemed  appropriate  by  the 

18  Board. 

19  (b)   Geographic  DIVERSI'n^ — In  addition  to  the 

20  above,  in  making  its  selections,  the  Board  shall  seek  to 

21  fund  a  geographically  diverse  group  of  applicants,  which 

22  shall  include  applicants  from  nonmetropolitan  and  rural 

23  areas. 

24  (c)  Publication  Requirement. — The  Board  shall 

25  publish  regulations  with  respect  to  its  selection  criteria  not 
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1  later  than  210  days  after  the  date  of  enactment  of  this 

2  Act. 

3  SEC.  7.  ASSISTANCE  PROVIDED  BY  THE  FUND. 

4  (a)  Purpose  op  Assistance. — 

5  (1)  The  Fund  shall  work  to  promote  an  envi- 

6  ronment  hospitable  to  business  formation,  economio. 

7  growth,    community    development,    and    affordable 

8  housing  in  distressed  communities.  The  Fund  shall 

9  coordinate  its  activities  with  existing  Federal  and 

10  other  community   and   economic   development   pro- 

1 1  grams.     . 

12  (2)  Assistance  may  be  provided  to  an  existing 

13  qualified  community  development  financial  institu- 

14  tion   to   expand   its   activities   to   serve   investment 

15  areas  or  targeted  populations  not  currently  served  by 

16  another  qualified  community  development  financial 

17  institution  receiving  assistance  under  this  section  or 

18  to  expand  the  volume  of  its  acti\'ities  consistent  with 

19  the  purposes  of  this  Act,  or  to  form  a  new  entity  to 

20  undertake  activities  consistent  uith  the  purposes  of 

21  this  Act,  or  to  assist  an  existing  entity  to  modify  its 

22  structure  or  activities  in  order  to  undertake  aeti\i- 

23  ties  consi.stent  with  the  purposes  of  this  Act. 

24  (b)  T^TES  OF  Assistance. — 


S  127S  IS 


204 


23 

1  (1)  In  general. — The  Fund  may  provide  fi- 

2  nancial  assistance  to  qualified  community  develop- 

3  ment   financial    institutions   through   equity   invest- 

4  ments,    loans,    deposits,    membership    shares,    and 

5  grants.  The  Fund  may  also  provide  technical  assist- 

6  ance,  including  training,  and  grants  for  technical  as- 

7  sistanee  to  qualified  community  development  finan- 

8  eial  institutions.  The  allocation  of  awards  of  assist- 

9  ance  between  insured  and  uninsured  community  de- 

10  velopment  financial  institutions  shall  be  in  the  dis- 

11  cretion  of  the  Board,  provided  that  due  consider- 

12  ation  shall  be  given  to  the  allocation  of  fimds  to  in- 

13  sured  community  development  financial  institutions. 

14  (2)  Financial  assistance. — The  fund  shall 

15  structure  financial  assistance  to  a  qualified  eommu- 

16  nity  development  financial  institution  in  such  a  man- 

17  ner  that  it  does  not  o\mi  more  than  50  percent  of 

18  the  equity  of  such  institution  and  does  not  control 

19  the  operations  of  such  institution.  The  Fund  will  not 

20  be  deemed  to  control  such  institution  for  the  pur- 

21  poses  of  applicable  laws.  With  respect  to  equity  in- 

22  vestments,   the   Fund   shall   hold   only  transferable, 

23  nonvoting  investments.  Such  equity  investments  may 

24  provide  for  convertibility  to  voting  stock  upon  trans- 

25  fer  by  the  Fund. 
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1  (3)     Deposits. — Not^vithstanding    any    other 

2  provision  of  law,  deposits  made  pursuant  to  this  sec- 

3  tion  in  qualified  insured  community  development  fi- 

4  nancial  institutions  shall  not  be  subject  to  any  re- 

5  quirement  for  collateral  or  security. 

6  <4)    LlMTPATiOKS    <m    OBLIGATIGKS. — Direct 

7  loan  obligations  may  be  incurred  only  to  the  extent 

8  that   appropriations   of  budget   authorit}'   to   cover 

9  their  costs,  as  defined  in  section  502  of  the  Congres- 

10  sional  Budget  Act  of  1974,  are  made  in  advance. 

11  (c)  Purpose  of  Financial  Assistance. — Financial 

12  assistance  made  available  under  this  Act  may  be  used  by 

13  assisted  institutions  to  develop  or  support — 

14  (1)  commercial  facilities  that  enhance  revitaliza- 

15  tion,  community  stability,  or  job  creation  and  reten- 

16  tion  efforts; 

17  (2)    business    creation    and    expansion    efforts 

18  that— 

19  (A)   create  or  retain  jobs  for  low-income 

20  people; 

21  (B)    enhance   the   availability   of  products 

22  and  services  to  low-income  people;  or 

23  (C)  create  or  retain  businesses  ownied  by 

24  low-income  people  or  residents  of  a   targeted 

25  area; 
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1  (3)  community  facilities  that  provide  benefits  to 

2  low-income  people  or  enhance  community  stability; 

3  (4)  the  provision  of  basic  financial  services  to 

4  low-income  people  or  residents  of  a  targeted  area; 

5  (5)  the  provision  of  development  services; 

6  (6)  home  ownership  opportunities  that  are  a£- 

7  fordable  to  low-income  households; 

8  (7)  rental  housing  that  is  principally  affordable 

9  to  low-income  households;  and 

10  (8)  other  activities  deemed  appropriate  by  the 

11  Fund. 

12  (d)  Amount  op  Assistance. — The  Fund  may  pro- 

13  vide  up  to  $5,000,000  of  assistance  per  application  to  any 

14  one  qualified  insured  community  development  financial  in- 

15  stitution  and  up  to  $2,000,000  per  application  to  any 

16  other  qualified  community  development  financial  institu- 

17  tion.  The  Fund  shall  have  the  authority  to  set  minimum 

18  amounts  of  assistance  per  institution. 

19  (e)  Matching  Requirements. — 

20  (1)    Assistance    provided    to    qualified    insured 

21  community  development  financial  institutions,  other 

22  than  deposits  or  membership  shares  of  $100,000  or 

23  less,  technical  assistance,  or  gi-ants  for  technical  as- 

24  sistance,  shall  be  matched  by  no  less  than  one  dollar 

25  of  equity,  deposits  or  ineinbership  shares  for  each 
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1  dollar  provided  by  the  Fund.  The  Fund  shall  require 

2  a  match  for  all  other  assistance,  the  amount  and 

3  '      form  of  which  shall  be  in  the  discretion  of  the  Fund; 

4  provided  that,  the  Fund  shall  in  no  event  require  as- 

5  sistance  provided  in  the  form  of  deposits  or  member- 

6  ship  shares  of  $100,000  or  less,  technical  ^assistance, 

7  or  grants  for  technical  assistance  to  be  matched. 

8  The  Fund  shall  provide  no  assistance  except  tech- 

9  nical  assistance  or  grants  for  technical  assistance 

10  until  a  qualified   community  development   financial 

11  institution  has  secured  legally  enforceable  commit- 

12  ments  for  the  entire  match  required.  Assistance  may 

13  be  provided  in  one  lump  sum,  or  over  a  period  of 

14  time,  as  determined  by  the  Fund. 

15  (2)   Assistance   shall   be   matched   with   funds 

16  from  sources  other  than  the  Federal  Government. 

17  (f)  Terms  and  Conditions. — 

18  (1)  In  GENEiiAL. — The  Fund  shall  pro\'ide  as- 

19  -sistance  authorized  under  this  Act  in  such  form  and 

20  subject  to  such  restrictions  as  are  necessaiy  to  en- 

21  sure  that  to  the  maximum  extent  practicable — 

22  (A)  all  assistance  gi-anted  is  used  by  the 

23  qualified  commuTiity  development  financial   in- 

24  stitution  in  a  manner  consistent  w-ith  the  pur- 

25  poses  of  this  Act; 
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1  (B)    qualified   community  development   fi- 

2  nancial  institutions  receiving  assistance  that  are 

3  not  otherwise  regulated  by  the  Federal  govern- 

4  ment  or  by  a  State  government  are  financially 

5  and  managerially  sound; 

6  (C)   assistance  results  in  a  net  increase, 

7  both  nationally  and  in  the  local  communities  in 

8  which  assistance  is  provided,  in  capital,  credit, 

9  and  development  services;  and 

10  (D)   assistance  is  pronded   in  a  manner 

11  that   encourages   affiliations   and   partnerships 

12  bet^veen  insured  depository  institutions,  second- 

13  ary  markets  or  other  sources  of  credit  or  lever- 

14  age  and  local  organizations  dedicated  to  com- 

15  munity  development. 

16  (2)    Consultation    with    BAXiaNG    regu- 

17  LATORS. — Prior  to  providing  assistance  to  a  quali- 

18  fied  insured  community  development  financial  insti- 

19  tution,   the  Board  should  consult  with  the  appro- 

20  priate  Federal  banking  agency  or,  in  tlie  case  of  an 

21  insured  credit  union,  the  National  Credit  Union  Ad- 

22  ministration. 

23  (3)  Assistance  agreement. — 

24  (A)  The  Board  shall  impose  restrictions  on 

25  the  use  of  assistance  thi-ou<rh  a  stock  purchase 
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1  agreement,     share     purchase     agreement,     or 

2  through  a  contract  entered  into  in  consideration 

3  for  the  provision  of  assistance. 

4  (B)  Such  agreement  or  contract  shall  re- 

5  quire   institutions  assisted  under  this  Act  to 

6  comply  with  performance  goals.  The  perfomi- 

7  ance    goals    shall   be    negotiated   between    the 

8  Board  and  each  qualified  community  develop- 

9  ment  financial  institution  receiving  assistance 
10  based  upon  the  strategic  plan  submitted  pursu- 
it ant  to  section  5(b)(5)  of  this  Act.  The  perform- 

12  ance  goals  may  be  renegotiated  jointly  as  nec- 

13  essary  or  appropriate,  subject  to  subparagraph 

14  (C)  of  this  section.  Activity  levels  for  insured 

15  community    development    financial    institutions 

16  should  be  determined  bj'  the  Board  in  consulta- 

17  tion  with  the  appropriate  Federal  banking  agen- 

18  ey  or,  in  the  case  of  an  insured  credit  union, 

19  with  the  National  Credit  Union  Administration. 

20  (C)  The  agreement  or  contract  shall  speci- 

21  fy  sanctions  available  to  the  Board,  in  its  dis- 

22  cretion,  in  the  event  of  noncompliance  with  the 

23  purposes  of  this  Act  or  the  terms  of  the  agree- 

24  ment.  The  sanctions  may  include  revocation  of 

25  approval  of  the  application,  terminating  or  re- 
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1  dueing  future  assistance,  requiring  repayment 

2  of  assistance,  and  requiring  changes  to  the  per- 

3  formance  goals  imposed  pursuant  to  subpara- 

4  graph  (B)  or  to  the  strategic  plan  submitted 

5  pursuant  to  section  5(b)(5)  of  this  Act.  In  the 

6  case  of  an  insured  community  deveiopment  u- 

7  nancial  institution,  the  Board  shall  consult  •with 

8  the  appropriate  Federal  banking  agency  or,  in 

9  the  ease  of  an  insured  credit  union,  the  Na- 

10  tional  Credit  Union  Administration,  before  im- 

1 1  posing  sanctions  pursuant  to  this  paragraph. 

12  (4)    Review. — ^At   least   annually,    the    Board 

13  shall  review  the  performance  of  each  assisted  quali- 

14  fied  community  development  financial  institution  in 

15  carrying   out    its    strategic    plan    and    performance 

16  goals. 

17  (5)  Reporting. — The  Board  shall  require  each 

18  qualified  community  development  financial   institu- 

19  tion  receiving  assistance  to  submit  an  annual  report 

20  to  the  Fxmd  on  its  activities,  its  financial  condition, 

21  its  success  in  meeting  performance  goals,  and  its 

22  compliance  with  other  requirements  of  this  Act. 

23  (g)  Authority  to  Sell  Equity  Im'estmekt  xxd 

24  Loans. — The  Board  shall  have  the  authority'  at  any  time 

25  to  sell  its  investments  and  loans  and  may,  in  its  discretion, 
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1  retain  the  power  to  enforce  limitations  on  assistance  en- 

2  tered  into  in  accordance  wth  the  requirements  of  this  Act. 

3  (h)  No  Authority  to  Limit  Supervision  and 

4  Regulation. — Nothing  in  this  Act  shall  affect  any  au- 

5  thoritj'  of  *he  appropriate  Federal  banking  agency  or,  in 

6  the  case  of  an  insured  credit  union,  the  National  Credit 

7  Union  Administration,  to  supervise  and  regulate  an  in- 

8  sured  community  development  financial  institution. 

9  SEC.  8.  ENCOURAGEMENT  OF  PRIVATE  ENTITIES. 

10  The  Board  may  cause  to  be  incorporated,  or  encour- 

1 1  age  the  incorporation  of,  private  non-profit  and  for-profi* 

12  entities  that  will  complement  the  activities  of  the  Fund 

13  in  carrying  out  the  purposes  of  this  Act.  The  purposes 

14  of  any  such  entities  shall  be  limited  to  investing  in  and 

15  assisting  community  development  financial  institutions  in 

16  a  manner  similar  to  the  activities  of  the  Fund  under  this 

17  Act.  Any  such  entities  shall  be  managed  exclusively  by  pri- 

18  vate  individuals  who  are  selected  in  accordance  \\ith  the 
.19  laws-of  the  jurisdiction  of  incorporation. 

20  SEC.  9.  CLEARINGHOUSE  FUNCTION. 

21  The  Fimd  shall  establish  and  maintain  an  informa- 

22  tion  clearinghouse  in  coordination  with  the  Departments 

23  of  Agriculture,  Commerce,  and  Housing  and  Urban  Devel- 

24  opment,  the  Small  Business  Administration,  other  Federal 
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1  agencies,      and      community      development      financial 

2  institutions — 

3  (1)  to  cause  to  be  collected,  compiled,  and  ana- 

4  Ij-zed  information  pertinent  to  community  develop- 

5  ment  financial  institutions  that  will  assist  in  creat- 

6  ing,  developing,  expanding,  and  preserving  these  in- 

7  stitutions:  and 

8  (2)  to  cause  to  be  established  a  service  center 

9  for   comprehensive   information   on    financial,    tech- 

10  nical,  and  management  assistance,  case  studies  of 

1 1  the  activities  of  community  development  financial  in- 

12  stitutions,   regulations,  and  other  information  that 

13  may  promote  the  purposes  of  this  Act. 

14  SEC.  10.  RECORDKEEPING,  REPORTS,  AND  AUDITS. 

15  (a)  Recordiceeping. — 

16  (1)  A  qualified  community  development  finan- 

17  cial  institution  receiving  assistance  from  the  Fund 

18  shall  keep  such  records  as  may  be  reasonably  nec- 

19  essary  to  disclose  the  disposition  of  any  assistance 

20  under  this  Act  and  to  ensure  compliance  \vith  the  re- 

21  quirements  of  this  Act. 

22  (2)  The  Fund  shall  have  access,  for  the  purpose 

23  of  determining   compliance   with    this   Act,    to    any 

24  books,  documents,  papers,  and  records  of  a  qualified 

25  community  development  financial  institution  receiv- 

S  1275  IS 


213 


32 

i  ing  assistance  from  the  Fund  that  are  pertinent  to 

2  assistance  received  under  this  Act. 

3  (b)  Reports. — 

4  (1)  Annual  report. — The  P\ind  shall  conduct 

5  an  annual  evaluation  of  the  activities  carried  out 

6  pursuant  to  this  Act  and  shall  submit  a  report  of  its 

7  findings  to  the  President  within  120  days  of  the  end 

8  of  each  fiscal  year  of  the  Fund.  The  report  shall  in- 

9  elude    financial    statements    audited    in    accordance 

10  with  subsection  (c). 

11  (2)  Institutional  voice  for  community  de- 

12  \^LOPMENT. — 

13  (A)    Ongoing   study. — The   Fund   shall 

14  conduct,  or  cause  to  be  conducted,  an  ongoing 

15  study  to  identify  and  evaluate  the  most  effective 

16  and  financially  sound  policies  and  practices  for 

17  encouraging  investment  in  distressed  commu- 

18  nities,  including  small  business  and  commercial 

19  lending,    business    formation    and    expansion, 

20  community  and  economic  development,  eommer- 

21  cial  real  estate  and  multi-family  housing,  and 

22  home  mortgages.   In   addition,   the   Fund   may 

23  study,  or  cause  to  be  studied,  related  matters, 

24  such  as  identification  of  sources  of  and  access 

25  to  capital  and  loans  for  community  investment; 
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1  development  of  secondary  markets  for  economic 

2  and    community   development,    small    business 

3  and    commercial    loans,    and    home    mortgage 

4  loans  and  investments;  and  methods  to  involve 

5  all  segments  of  the  financial  services  industry'  in 

6  community  development. 

7  (B)   Consultation. — In  the  conduct  of 

8  the  study,  the  Fund  shall  consult,  or  cause  con- 

9  sultation  \\ith,  the  Office  of  the  Comptroller  of 

10  the  Currency,  the  Federal  Deposit  Insurance 

11  Corporation,   the   Board   of  Governors   of  the 

12  Federal  Reserve  Sv-stem,  the  Federal  Housing 

13  Finance  Board,  the  Farm  Credit  Administra- 

14  tion,  the  Office  of  Thrift  Supervision,  the  Na- 

15  tional  Credit  Union  Administration,  community 

16  reinvestment,  civil  rights,  consumer  and  finan- 

17  cial  organizations,  and  such  representatives  of 

18  agencies  or  other  pei-sons  as  the  Fund  may  de- 

19  termine. 

20  (C)  Reports. — ^Within  270  days  after  the 

21  date  of  enactment  of  this  Act,  the  Fund  shall 

22  report  to  the  President  its  initial  finding-s  and 

23  recommendations    regarding    the    matters    set 

24  forth    in    subparagi-aph    (A).    Thereafter,    the 

25  Fund  .slinll  report  its  findings  and  rec-oinnienda- 
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1  tions  to  the  President  with  the  annual  report 

2  required  and  recommendations  to  the  President 

3  with  the  annual  report  required  by  paragraph 

4  (b)(1). 

5  (3)   Im^STMENT,   GOVERNANCE,  AND  ROLE  OF 

6  FUND. — Six  years  foUowng  the  date  of  enactment  of 

7  this  Act,  the  Fund,  in  accordance  with  the  proee- 

8  dures  described  in  paragraphs  (2)(A)  and  (B),  shall 

9  conduct  a  study  evaluating  the  structure,   govem- 

10  ance,  and  performance  of  the  Fund.  The  study  shall 

11  be  submitted  to  the  President.  Such  study  shall  in- 

12  elude  an  evaluation  of  the  overall  performance  of  the 

13  Fund  in  meeting  the  purposes  of  this  Act  and  any 

14  recommendations  of  the  Fund  for  restructuring  the 

15  Board,  altering  procedures  under  which  the  Fund  is 

16  governed,  the  future  role  of  the  Fund  in  addressing 

17  community  development,  and  the  abilitj'  of  the  Fund 

18  to  become  a  private,  self-sustaining  entity  capable  of 

19  fulfilling  the  purposes  of  this  Act. 

20  (c)  Exa:\iination  and  Audit. — The  financial  state- 

21  ments  of  the  Fund  shall  be  audited  in  accordance  wth 

22  section  9105  of  title  31,  United  States  Code,  except  that 

23  audits  required  by  .section  9105(a)  of  that  title  shall  be 

24  performed  annually. 
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1  SEC.  11.  INVESTMENT  OF  RECEIPTS  AND  PROCEEDS. 

2  Any  dividends  on  equity  investments  and  proceeds 

3  ftnim  the  disposition  of  investments,  deposits,  or  member- 

4  ship  shares  that  are  received  by  the  Fund  as  a  result  of 

5  assistance  provided  pursuant  to  section  7  of  this  Act  shall 

6  be  deposited  and  accredited  to  an  account  of  the  Fund 

7  established  to  carry  out  the  authorized  purposes  of  this 

8  Act.  Upon  request  of  the  Chief  Executive  Officer,  the  Sec- 

9  retary  of  the  Treasury  shall  invest  amounts  deposited  in 

10  such  account  in  public  debt  securities  with  maturities  suit- 

1 1  able  to  the  needs  of  the  Fund,  as  determined  by  the  Chief 

12  Executive  Officer,  and  bearing  interest  at  rates  deter- 

13  mined  by  the  Secretary  of  the  Treasury,  taking  into  con- 

14  sideration  current  market  yields  on  outstanding  market- 

15  able  obligations  of  the  United  States  of  comparable  matu- 

16  rities.  Amounts  deposited  into  the  account  and  interest 

17  earned  on  such  amounts  pursuant  to  this  section  shall  be 

18  available  to  the  Fund  until  expended. 

19  SEC.  12.  AUTHORIZATION  OF  APPROPRIATIONS. 

20  (a)  In  General. — There  are  authorized  to  be  appro- 

21  priated  to  the  Fund,  to  remain  available  until  expanded, 

22  $60,000,000  for  fiscal  year  1994,  $104,000,000  for  fiscal 

23  year    1995,    $107,000,000    for    fiscal   year    1996,    and 

24  $111,000,000  for  fiscal  year  1997,  or  such  gi-eater  sums 

25  as  may  be  appropriated,  to  cany  out  the  purpo.scs  of  the 

26  Act. 
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1  (b)  Administrative  Expenses.— The  Fund  may 

2  set  aside  up  to  $10,000,000  each  fiscal  year  to  pay  admin- 

3  istrative  costs  and  expenses. 

4  SEC.  13,  CONFORMING  AMENDMENT. 

5  Section  8E(a)(2)  of  the  Inspector  General  Act  of 

6  1978  (5  U.S.C.  app.  3,  8E(a)(2))  is  amended  by  inserting 

7  "the  Community  Development  Banking  and  Financial  In- 

8  stitutions  Fund,"  immediately  follo\ving  "the  Community 

9  Futures  Trading  Commission,". 
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PREPARED  STATEMENT  OF  LYNDON  COMSTOCK 
Chairman,  Community  Capital  Bank 

September  8,  1993 

Thank  you  for  permitting  me  to  submit  testimony  on  the  proposed  Federal  legisla- 
tion for  Community  Development  Financial  Institutions.  I  would  like  to  offer  my 
strong  support  for  S.  1275. 

Community  Capital  Bank,  of  which  I  am  Chairman,  is  a  three  year  old  community 
development  bank  located  in  New  York  City.  I  am  also  Chairman  of  LEAP,  a  non- 

firofit  community  development  venture   sponsorship  organization  which  operates 
rom  the  Bank's  office,  and  I  am  a  steering  committee  member  of  the  Coalition  of 
Community  Development  Financial  Institutions. 

Since  the  Committee  already  allowed  me  to  testify  on  this  subject  on  February 
3, 1  will  keep  my  remarks  here  succinct. 

The  Logic  Underlying  Support  for  S.  1275 

The  principal  reasons  for  supporting  this  legislation  can  be  summarized  very 
quickly: 

•  Community  development  in  low  and  moderate  income  urban,  rural,  and  reserva- 
tion areas  requires  consistent,  thoughtful  capital  investment  and  accompanying 
technical  assistance.  The  current  conditions  of  capital  starvation  in  many  commu- 
nities are  a  principal  cause  of  continuing  poverty  and  economic  depression. 

•  The  300  existing  Community  Development  Financial  Institutions  (CDFIs)  across 
the  country  have,  by  general  agreement,  proven  to  be  highly  effective,  practical 
vehicles  for  providing  credit  and  technical  assistance  where  it  is  most  needed. 

•  The  most  important  obstacle  to  the  creation  of  more  CDFIs,  and  the  expansion 
of  existing  CDFIs,  has  been  the  difficulty  in  obtaining  equity  capital.  Conventional 
Wall  Street  sources  of  equity  aren't  available  to  CDFIs. 

•  Federal  matching  equity  for  CDFIs  would  greatly  accelerate  the  rate  of  formation 
of  new  CDFIs  and  the  expansion  of  existing  CDFIs.  Because  the  Federal  equity 
will  be  leveraged  as  much  as  12:1  according  to  the  type  of  CDFI,  S.  1275  will  ulti- 
mately provide  for  at  least  $2  billion  in  new  lending  and  investment  by  CDFIs, 
even  after  discounting  for  program  administration  costs  and  technical  assistance 
grants. 

In  addition  to  the  primary  need  for  equity,  technical  assistance  grants  are  impor- 
tant, since  that  will  facilitate  CDFI  expansion  and  is  very  difficult  funding  to  obtain. 

Support  for  the  training  of  more  staff  for  the  CDFI  industry  is  also  important. 
If  the  capital  needs  of  CDFIs  could  be  satisfied,  staff  development  would  become  the 
most  important  obstacle  to  expansion. 

Ultimately,  this  is  a  very  simple  decision — are  CDFIs  of  sufficient  public  impor- 
tance that  the  Federal  Government  wants  to  assist  in  their  expansion? 

K  so,  S.  1275  is  a  good  vehicle  for  providing  appropriate  support. 

Issues  Pertaining  to  S.  1275 

In  following  the  Congressional  and  public  discourse  on  the  CDFI  legislation,  I 
have  not  heard  any  dispute  of  the  key  points  in  favor  of  the  bill,  as  I  have  presented 
them  above.  In  particular,  there  seems  to  be  virtually  unanimous  agreement  that 
the  emergence  of  the  CDFI  industry  has  been  a  highly  positive,  locally  based,  pri- 
vate sector  response  to  the  critical  problem  of  capital  access  in  low  income  commu- 
nities. 

However,  several  issues  have  been  raised  about  S.  1275.  I'd  like  to  present  my  re- 
sponses to  these  issues. 

First,  I  have  heard  suggestions  that,  while  the  work  of  CDFIs  is  excellent,  the 
Federal  Government  should  not  provide  funding  because  of  the  budget  crisis  and  be- 
cause it  might  cause  more  harm  than  good  to  the  CDFIs. 

My  response  is  that  much  of  the  Federal  budget  crisis  has  to  do  with  costs  im- 
posed by  widespread  conditions  of  poverty  in  the  U.S.  CDFIs  have  sprung  up  in  re- 
sponse to  these  conditions  despite  the  lack  of  any  Federal  support.  Yet  the  Federal 
Government  has  a  direct  economic  interest  in  fomenting  the  spread  of  CDFIs  simply 
because  the  cost  of  poverty  is  so  overwhelming.  From  the  standpoint  of  Government, 
CDFIs  are  a  very  inexpensive  effort  to  help  reduce  poverty  and  its  attendant  eco- 
nomic and  human  costs. 

As  to  Federal  funding  causing  harm  to  CDFIs,  Fm  not  concerned  about  it  as  long 
as  Federal  equity  is  nonvoting  and  does  not  result  in  any  Federal  control  over  our 
institutions.  Some  CDFIs  have  received  support  from  State  or  local  government 
sources,  and  have  not  found  this  to  be  a  problem. 
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Second,  some  criticism  of  S.  1275  has  been  made  because  it  is  not  open  to  conven- 
tional banks  who  do  not  have  a  primary  commitment  to  community  development. 
A  corollary  to  this  argument  is  a  proposal  to  provide  other  types  of  iinanci£il  incen- 
tives, such  as  credits  on  FDIC  insurance,  to  conventional  banks  to  encourage  their 
CRA  activities. 

There  are  important  reasons  to  restrict  the  S.  1275  funding  to  institutions  whose 
primary  commitment  is  to  community  development.  Essentially,  these  boil  down  to 
making  sure  that  "^anp  for  the  buck"  is  achieved.  Dissipating  the  relatively  small 
pot  of  money  proposed  m  S.  1275  by  distributing  those  funds  to  conventional  institu- 
tions will  result  m  no  gains  in  conamunity  lencEng.  The  financial  incentives  are  not 
remotely  large  enough  to  cause  a  change  in  behavior  at  most  non-CDFI  conventional 
institutions. 

Oddly  enoudi,  despite  the  clamor  from  the  banking  trade  associations  for  inclu- 
sion of  non-CDFI  institutions,  no  suggestion  has  been  made,  even  by  those  lobbyists, 
that  non-CDFI  institutions  would  make  more  effective  use  of  the  money  than 
CDFIs.  It's  also  unlikely  that  most  institutions,  especially  the  large  banks,  would 
want  to  enter  a  competitive  process  to  pursue  $5  million  Federal  equity  invest- 
ments. 

As  a  final  point,  it  would  also  be  counterproductive  to  allow  banks  a  cheap  buyout 
of  CRA  by  making  investments  in  CDFIs.  Banks  already  receive  de  facto  CKA  credit 
for  CDFI  support.  Suggestions  have  been  made  that  investments  in  CDFIs  of  as  lit- 
tle as  5  percent  of  capital  (approximately  Va  of  1  percent  of  assets)  should  result 
in  a  CRA  safe  harbor.  While  any  investment  into  CDFIs  is  welcome,  I  want  to  em- 
phasize that  the  non-CDFI  conventional  institutions  must  become  more  involved  in 
community  reinvestment.  Indeed,  part  of  the  mission  of  most  CDFIs  is  to  help  facili- 
tate that  process,  especially  by  doing  some  of  the  most  labor  intensive  groundwork. 
To  permit  banks  to  abandon  any  further  responsibility  for  community  reinvestment 
because  of  providing  some  limited  suppwrt  for  the  CDFI  sector  would  be  an  unfortu- 
nate legislative  choice. 

Thank  you  for  your  attention. 


TESTIMONY  OF  THE  CONSUMER  BANKERS  ASSOCIATION 

The  Consumer  Bankers  Association  (CBA)  ^  appreciates  this  opportunity  to 
present  our  views  to  the  Senate  Committee  on  Banking,  Housing,  and  Urban  Af- 
fairs, regarding  the  Community  Development  Banking  and  Financial  Institutions 
Act  of  1993. 

First,  we  wish  to  go  on  record  in  support  of  community  development  lending,  the 
concept  of  a  community  development  banking  system,  and  the  continued  involve- 
ment by  banks  in  the  communities  thev  serve.  In  particular,  we  support  the  prin- 
ciples underlying  the  Community  Development  Banking  and  Financial  Institutions 
Act  of  1993,  and  are  encouraged  by  the  commitment  to  community  development 
being  demonstrated  by  the  bill. 

However,  we  feel  that  the  bill  could  do  even  more  to  benefit  low-  and  moderate- 
income  communities  bv  allowing  traditional  commercial  banks  and  thrills  to  apply 
for  funding  under  the  bill's  program.  Despite  all  the  structures  that  banks  have  put 
in  place,  despite  the  exp>ertise  that  banks  have  developed,  and  despite  their  dem- 
onstrated commitment,  the  administration's  bill  would  freeze  out  banks  from  access 
to  the  fund.  Making  use  of  banks'  structures,  expertise  and  commitment  to  expand 
and  further  develop  a  national  system  for  community  lending  and  investment  would 
make  far  more  sense,  if  the  true  goal  is  increased  community  development. 

As  we  intend  to  show  in  this  testimony,  banks  have  demonstrated  a  strong  com- 
mitment to  community  development  lending,  and  lending  to  low-  and  moderate-in- 
come communities.  CBA  has  compiled  a  compendium  of  community  development  ac- 
tivities of  banks,  a  copy  of  which  is  attached  to  this  testimony,  that  demonstrates 
the  tremendous  commitment  of  banks  to  these  activities.  As  the  compendium  shows, 
conmiunity  development  corporations  have  become  a  commonplace  vehicle  for  com- 
munity development  lending  by  banks,  and  have  allowed  banks  to  centralize  their 
management  and  exp>ertise,  and  develop  what  has  become  a  significant  business  in 
community  lending.  In  addition,  CBA's  recent  affordable  mortgage  survey  dem- 
onstrates that  over  90  percent  of  banks  have  instituted  affordaole  mortgage  pro- 


'^The  Consumer  Bankers  Association  was  founded  in  1919  to  provide  a  progressive  voice  for 
the  retail  banking  industry.  CBA  represents  approximately  700  federally  insured  banks  and 
thrift  institutions.  Its  members  hold  more  than  80  percent  of  all  consumer  deposits  and  more 
than  70  percent  of  all  consumer  credit  held  by  federally  insured  depositoiy  institutions. 
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grams  to  address  the  needs  of  low-  and  moderate-income  homebuyers.  If  banks  are 
not  permitted  to  participate  in  the  bill's  funding  and  technical  support  programs, 
one  important  source  of  community  development  lending  will  be  denied  tne  advan- 
tages of  this  government  program,  and  will  be  unable  to  use  its  resources  to  lever- 
age the  funding  for  the  benefit  of  low-  and  moderate-income  communities. 

We  also  believe  that  Congress  can  do  more  to  increase  the  flow  of  fijnding  to  the 
communities  most  in  need  oy  making  other  needed  changes  to  the  law.  Congress 
should  provide  additional  enhancements  and  incentives  to  banks  making  community 
development  loans,  including  the  use  of  the  Community  Reinvestment  Act  (CRA)  as 
an  incentive  device  for  banks,  rather  than  merely  a  punitive  measure.  Some  exam- 
ples of  these  opportunities  include: 

•  Expanding  the  Bank  Enterprise  Act,  to  increase  its  value  to  the  communities  it 
was  designed  to  serve. 

•  Providing  reduced  CRA  burdens  (such  as  an  expedited  application  process  for  re- 
peated "Outstanding"  CRA  performance  evaluations). 

•  Offering  lenders  tax  incentives,  where  appropriate. 

•  Providing  loan  subsidies  or  grant  money  that  could  subsidize  the  borrower's  inter- 
est cost. 

•  Offering  credit  enhancements  for  risk  reduction  (i.e.  loan  guarantees). 

•  Recognizing  that  higher  reserves  are  not  necessary  against  community  develop- 
ment loans. 

Senator  D'Amato  has  also  introduced  a  concept  that  is  worth  considering.  His  bill, 
S.  1230,  would  create  a  new  charter  for  a  special  type  of  bank  that  would  be  owned 
entirely  by  one  or  more  depository  institutions.  This  "community  development  bank" 
(CDB)  would  have  all  the  powers  of  a  national  bank,  but  would  have  as  its  primary 
mission  the  economic  development  of  distressed  communities.  Depository  institu- 
tions would  have  authority  to  invest  in  these  CDBs,  and,  if  they  invested  the  maxi- 
mum permissible  amount,  they  would  receive  the  CRA  rating  of  the  CDB. 

We  Delieve  that  CRA  is  also  in  need  of  some  attention,  since  the  law  has  become 
unnecessarily  burdensome  to  financial  institutions  without  commensurate  benefits 
to  low-  and  moderate-income  communities.  However,  many  of  the  problems  with 
CRA  have  been  with  compliance  enforcement,  which  is  in  the  arena  of  the  regu- 
latory agencies.  They  are  aware  of  the  problems,  and  are  taking  affirmative  steps 
to  deal  with  them.  CBA,  working  with  its  Community  Reinvestment  Committee,  is 
providing  comments  to  the  regulatory  agencies  to  assist  them. 

The  Community  Development  Bill 

The  administration's  bill,  which  has  been  introduced  by  Chairman  Riegle,  would 
create  a  new  Federal  agency,  called  the  Community  Development  Banking  and  Fi- 
nancial Institutions  Fund  (the  Fund).  In  the  bill  as  introduced,  the  Fund  would  be 
run  by  a  nine  member  Board  of  Directors  (the  Board),  which  would  include  the 
heads  of  the  Departments  of  Agriculture,  Commerce,  Housing  and  Urban  Develop- 
ment, and  Treasury,  as  well  as  the  Small  Business  Administration.  The  Board 
would  also  comprise  four  consumer  representatives  appointed  by  the  President — one 
of  whom  would  chair  the  Board.  However,  we  understand  that  the  make-up  of  the 
Board  may  be  under  reconsideration  at  this  time. 

A  minimum  of  $382  million,  over  a  four  year  period,  would  be  appropriated  for 
the  use  of  the  Fund.  In  addition,  $10  million  per  year  may  be  set  aside  for  adminis- 
trative costs  and  expenses.  The  purpose  of  the  Fund  would  be  to  provide  financial 
and  technical  assistance,  including  training,  to  Community  Development  Financial 
Institutions  (CDFIs),  and  serve  as  a  national  information  clearingnouse.  Financial 
assistance  would  include  equity  investments,  loans,  deposits,  membership  shares, 
and  ^ants.  Up  to  $5  million  per  application  to  any  one  insured  CDFI,  and  up  to 
$2  nullion  per  application  for  any  other  CDFI  would  be  allowed  by  the  Fund. 

Except  for  tecnnical  assistance,  assistance  over  $100,000  to  insured  CDFIs  would 
require  100  percent  matching.  Non-insured  CDFIs  would  also  be  required  to  match, 
in  an  amount  to  be  determined  by  the  Board.  The  Board  could  use  its  discretion 
in  selecting  applications  for  assistance,  subject  to  the  factors  set  forth  in  the  bill. 
The  Board  would  be  required  to  fund  a  geographically  diverse  group  of  applicants, 
specifically  including  rural  areas. 

The  bill  defines  CDFIs  to  include  any  bank,  bank  holding  company  (BHC),  com- 
munity development  corporation  (CDC)  or  other  organization  that  has  as  its  primary 
mission  promoting  community  development  and  that  encourages  the  input  of  the 
community.  However,  a  BHC  or  a  subsidiary  of  a  BHC  may  qualify  only  if  the  BHC 
and  its  subsidiaries  collectively  satisfy  the  requirements.  In  effect,  the  definition  of 
a  CDFI  would  prevent  traditional  banks — and  all  their  affiliates — from  applying  for 
or  receiving  assistance  from  the  Fund. 
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We  believe  that  this  limitation  is  not  in  the  best  interests  of  the  communities  in 
need  of  assistance,  and  should  be  eliminatea  from  the  bill  before  final  passage. 
Banks  are  activejv  engaged  in  community  development  lending,  and  they  want  to 
continue  to  be.  They  have  spent  years  developing  the  expertise  needed  to  engage 
in  community  development  lending.  They  have  trained  the  personnel,  developeathe 
community  contacts  and  community  support,  and  invested  the  time  and  resources 
needed  to  engage  in  this  type  of  specialized  lending.  The  communities  would  not  be 
benefited  by  a  program  that  failed  to  include  banks. 

CBA's  Compendium  of  Community  Development  AcrrvrriES 

The  evidence  is  in.  Banks  play  a  significant  role  in  community  development.  CBA 
recently  compiled  a  compendium  of  existing  community  development  activities  and 
vehicles  used  by  financial  institutions.  A  copy  of  the  publication,  entitled  "Taking 
Responsibility:  Financing  America's  Community  Development  in  1993,"  is  attachea 
to  tnis  testimony.  In  addition  to  the  shear  number  of  programs,  it  shows  the  variety 
of  mechanisms  employed  for  community  development  lending — whether  affordable 
mortgages,  small  business,  or  consumer  lending.  Banks  choose  the  manner  of 
achieving  their  goals  that  are  best  suited  to  their  needs  or  the  needs  of  their  local 
commumty. 

The  compendium  displays  the  gamut  of  programs  in  existence,  from  bank  commu- 
nity development  corporations  to  small  business  investment  corporations,  to  commu- 
nity development  loan  funds.  It  demonstrates  the  tremendous  commitment  to  com- 
munity development  lending  by  financial  institutions,  and  belies  the  argument  that 
banks  are  not  doing  their  share  in  this  area. 

As  reported  in  the  compendium,  one  of  the  most  popular  mechanisms  in  use  by 
banks  is  the  community  development  corporation,  or  CDC.  Bank  CDCs  are  organi- 
zations funded  by  banks  and  bank  holding  companies  (BHCs)  that  are  permitted  to 
make  investments  that  the  banks  may  not  otherwise  be  allowed  to  make.  These  in- 
clude equity  investments  in  local  real  estate  and  business  projects,  if  such  invest- 
ments result  in  public  benefits,  such  as  economic  development,  jobs  for  low-  and 
moderate-income  people,  affordable  housing  or  capital  for  small  business. 

A  bank  holding  company  CDC  may  purchase,  own,  rehabilitate,  construct,  man- 
age, and  sell  real  property.  It  may  also  make  equity  or  debt  investments  in  develop- 
ment projects  and  in  local  businesses.  Such  activities  are  expected  to  directly  benent 
low-  and  moderate-income  groups,  and  investment  dollars  should  not  represent  an 
undue  risk  to  the  banking  organization. 

In  testimony  before  Congress  on  February  3,  1993,  a  representative  of  the  Federal 
Reserve  Board  (FRB)  stated  that  over  70  bank  holding  companies  have  been  specifi- 
cally authorized  by  the  FRB  to  invest  in  CDCs  and  community  development 
projects.  The  purposes  of  such  investments  have  included:  construction  or  rehaoilita- 
tion  of  rental  housing  for  low-  and  moderate-income  families;  purchase,  rehabilita- 
tion and  sale  of  affordable  homes;  industrial  development  and  the  development  or 
expansion  of  small  and  minority  business  enterprises  in  economically  aistressed 
areas;  and  development  of  community  facilities  that  provide  health,  education,  and 
other  essential  services  for  low-  and  moderate-income  p>ersons.  The  FRB  also  in- 
cluded with  the  testimony  a  compilation  of  90  separate  examples  of  bank  community 
development  activities. 

In  addition  to  holding  company  CDCs,  national  banks  may  invest  in  CDCs.  A  na- 
tional bank  CDC  may  make  direct  equity  and  other  investments  in  CDCs,  business 
ventures,  or  community  development  projects  serving  primarily  civic,  community,  or 
public  purposes.  National  banks  may  establish  wholly-owned  subsidiaiy  CDCs,  help 
form  and  capitalize  multi-bank  CDCs,  invest  in  existing  CDCs  or  their  projects,  or 
invest  in  qualifying  community  development  projects  through  joint  ventures  or  lim- 
ited partnerships.  Types  of  national  bank  CDC  activities  and  CDC  investments  in- 
clude housing  development  and  rehabilitation,  downtown  and  neighborhood  commer- 
cial revitalization,  industrial  development  and  redevelopment,  small  and  minority 
business  assistance,  neighborhood  marketing,  and  training,  technical  assistance,  re- 
search and  planning  for  non-profit  development  groups. 

In  testimony  presented  before  Congress  (also  on  February  3,  1993),  a  representa- 
tive of  the  Office  of  the  Comptroller  of  the  Currency  (OCC)  stated  that  the  OCC  has 
approved  nearly  300  CDC  and  CD  project  investments  which  have  been  funded  by 
an  estimated  700  national  banks.  In  1991,  the  OCC  authorized  82  national  banks 
to  make  community  development  investments  in  14  new  CDCs  and  35  CD  projects. 
The  OCC  also  approved  33  national  bank  requests  to  invest  in  previously  approved 
community  development  projects.  In  1992,  the  OCC  approved  17  new  CDCs  and  26 
new  CD  projects.  The  OCC  also  approved  40  national  bank  requests  to  invest  in  pre- 
viously approved  CD  projects.  All  of  these  1992  investments  involved  a  total  oi  92 
national  banks. 
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According  to  the  compendium,  as  of  December  1992,  159  ongoing  national  bank 
CDCs  and  community  development  investments  were  in  existence.  A  total  of  542  na- 
tional banks  were  participating  in  CDCs  or  CD  projects  as  of  December  1992.  The 
bank -organized  CDCs  at  that  time  included  non-profit  and  for-profit  corporations, 
stock  and  non-stock  companies,  and  multi-bank  and  wholly-owned  CDCs. 

In  addition  to  bank  holding  company  CDCs  and  national  bank  CDCs,  numerous 
State-chartered  banks  also  have  CDCs  and  are  regulated  by  the  appropriate  State 
regulators  and  the  Federal  Reserve.  Thrift  institutions  also  have  been  involved  in 
many  CDCs. 

Banks  also  have  made  great  strides  in  specialized  small  business  lending,  and 
have  discovered  creative  ways  to  overcome  tne  obstacles  of  such  lending.  One  such 
example  is  the  Michigan  Strategic  Fund's  Capital  Access  Program.  Launched  in 
1986,  the  Capital  Access  Program  provides  banks  with  a  flexible  means  of  making 
business  loans  which  are  somewhat  riskier  than  conventional  bank  loans,  in  a  safe 
and  sound  manner.  The  program  is  based  on  a  portfolio  concept,  where  a  special 
reserve  ftind  to  cover  losses  is  set  up,  earmarked  for  each  bank  m  the  program.  De- 
signed to  be  non-bureaucratic,  to  give  the  participating  banks  control  over  the  loan 
terms  and  conditions,  and  to  provide  a  high  degree  of  leverage  of  public  resources, 
the  program  has  already  assisted  banks  in  financing  almost  1,100  companies  in 
Michigan. 

Another  example,  located  in  New  York  City,  has  teamed  up  local  government  with 
banks  to  assist  them  in  community  development  efforts.  The  New  York  City  Reserve 
Fund,  as  it  is  called,  is  a  similar  public/private  program  that  creates  an  "insurance" 
fund  to  support  bank  loans  to  small  companies.  Like  the  Michigan  program,  this  is 
proving  to  be  a  simple  way  to  leverage  funds  for  community  development  with  a 
minimum  of  paper-work  and  bureaucracy,  and  is  just  an  example  of  what  banks 
have  been  able  to  accomplish  with  the  support  of  government  and  the  community. 

CBA's  Affordable  Mortgage  Survey 

Community  development  also  requires  opportunities  for  affordable  mortgage  lend- 
ing, so  that  neighbornoods  can  be  invigorated  by  home  ownership.  In  October,  1992, 
CBA  released  the  results  of  a  survey  of  affordable  mortgage  programs  by  financial 
institutions.  The  survey,  which  reviews  programs  at  140  large  and  medium-size 
banks,  thrifts,  and  holding  companies,  demonstrates  that  banks  have  been  making 
a  major  commitment  to  afTordable  mortgage  programs  and  related  efforts  to  increase 
mortgage  lending  to  minorities  and  low-  and  moderate-income  consumers. 

Over  90  percent  of  the  banks  surveyed  have  programs  to  increase  mortgage  lend- 
ing to  the  target  groups — the  most  common  of  which  involves  more  flexible  under- 
writing criteria.  In  addition,  a  large  majority  of  banks  are  providing  automatic  re- 
views of  mortgage  loan  rejections,  stepped-up  marketing  to  minorities,  and  credit 
counseling  and  employee  sensitivity  training. 

CBA  repeated  the  survey  in  1993,  and  will  be  mailing  the  results  to  Members  of 
Congress  later  this  year.  A  preHminary  look  at  the  results  shows  that  banks  have 
significantly  increased  efforts  to  provide  affordable  mortgage  products — even  over 
the  high  figures  from  1992.  A  greater  percentage  of  respondents  offer  most  afford- 
able mortgage  programs  with  a  wider  range  of  features.  The  overwhelming  majority 
of  banks  surveyed  for  1993  offer  products  which  involve  lower  down-payments,  make 
use  of  alternative  credit  history  standards,  or  feature  flexible  debt-to-income,  loan- 
to-value,  or  credit  history  standards.  Additionally,  nearly  90  percent  have  a  program 
that  ofliers  a  second  review  of  rejected  applicants.  Based  on  the  preliminary  results, 
it  also  appears  that  the  number  of  loans  originated  under  affordable  mortgage  pro- 
grams by  the  surveyed  banks,  and  the  total  dollar  volume  of  those  loans,  substan- 
tially increased  from  1992  to  1993. 

In  short,  banks  are  committed  participants  in  the  process  of  community  develop- 
ment and  community  reinvestment.  It  has  always  been  important  to  financial  insti- 
tutions to  remain  eood  corporate  citizens  of  their  communities.  For  years,  they  have 
also  recognized  a  legal  obligation  to  help  serve  the  needs  of  all  segments  of  their 
lending  communities,  inclucung  low-  and  moderate-income  neighborhoods.  Evidence 
abounds  to  demonstrate  that  banks  have  taken  that  commitment  seriously,  and 
have  been  active  participants  in  the  funding  of  community  development.  Banks  have 
turned  community  reinvestment  into  an  integral  part  of  their  business  plans,  and 
have  developed  the  expertise  that  has  made  it  possible.  Nevertheless,  the  bill  would 
not  permit  them  to  take  advantage  of  the  programs  it  would  offer.  The  rationale  for 
this  exclusion  is  not  clear. 

One  idea  we  have  heard  for  excluding  banks  is  that  traditional  lenders  do  not 
need  the  funding  oflered  by  the  bill.  Another  argument  that  has  been  raised  is  that 
traditional  banks  have  somehow  failed  to  address  community  development  concerns 
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in  the  past,  and  should  not  be  allowed  to  benefit  from  the  new  Federal  program. 
Neither  argument  stands  up  to  scrutiny. 

The  suggestion  that  banks  do  not  need  the  additional  funds,  misses  the  point  of 
the  legislation.  The  stated  purpose  of  the  bill  is  "to  promote  economic  revitalization 
and  conmiunity  development."  Banks,  with  their  additional  resources,  are  in  a  bet- 
ter position  than  non-traditional  lenders  to  "leverage"  the  limited  funds  available 
under  the  bill.  In  that  sense  alone,  they  can  better  serve  the  purpose  of  the  bill  than 
many  non-traditional  lenders.  The  argument  that  banks  have  abrogated  their  re- 
sponsibility in  this  area  is  not  supported  by  the  evidence.  On  the  contrary,  the  hard 
evidence  demonstrates  the  considerable  eflorts  banks  are  now  taking  in  this  area, 
and  shows  their  genuine  commitment  to  the  redevelopment  of  their  communities. 

Nor  would  traditional  banks,  with  their  greater  resources,  necessarily  dominate 
the  process.  The  bill  sets  clear  criteria  for  the  selection  of  the  participating  institu- 
tions, including  the  area  served,  the  need  to  expand  services  offered  and  the  require- 
ment for  leverage.  The  process  for  selection  is  to  be  a  competitive  one  judged  by  a 
Board  that  will  select  the  "best"  proposals.  The  proposals  selected,  which  are  re- 
quired to  be  geographically  diverse,  will  presumably  be  those  with  tne  most  impact 
on  communities.  This  process  by  itself  should  allow  the  Board  to  reject  any  *i,ra<W- 
tional"  bank  unless  it  were  to  present  a  better  case  for  its  proposed  program  than 
other  applicants.  If  the  real  objective  of  the  program  is  to  increase  the  availability 
of  credit  in  lower-income  communities,  then  some  traditional  banks  actually  may  be 
better  able  to  significantly  impact  the  community  they  serve,  because  of  the  existing 
resources  that  are  already  dedicated  to  community  development  lending. 

The  Community  Reinvestment  Act 

For  banks  across  the  country  engaged  in  community  lending,  one  of  the  factors 
for  developing  these  programs  has  been  the  Community  Reinvestment  Act.  Enacted 
in  1977,  tne  CRA  requires  financial  institutions  to  disclose  their  efforts  to  ascertain 
and  meet  the  credit  needs  of  all  their  local  communities — including  low-  to  mod- 
erate-income communities — consistent  with  safe  and  sound  lending  practices. 

CRA  addresses  all  credit  needs,  including  housing.  It  requires  institutions  to 
maintain  a  current  CRA  statement  in  a  public  file,  delineate  the  institution's  local 
communities,  and  indicate  types  of  credit  extended  in  those  communities.  In  order 
to  enforce  the  Act,  Federal  regulatory  agencies  are  required  to  assess  the  CRA  activ- 
ity of  banks  and  consider  their  findings  when  evaluating  applications  for  acquisi- 
tions and  mergers.  Because  the  communities  also  have  the  right  to  review  and  chal- 
lenge the  CRA  record  of  any  institution,  for  the  first  time  a  regulatory  program  has 
become  accountable  directly  to  two  audiences — regulators  and  tne  public. 

When  CRA  was  amended  by  the  Congress  in  1989,  joint  agency  guidelines  were 
adopted  and  the  disclosure  aspects  of  the  law  were  considerably  expanded.  Regu- 
lators for  the  first  time  tried  to  delineate  the  specific  components  or  a  community 
reinvestment  program.  After  examination  by  its  primary  regulator,  each  institution 
is  now  given  a  CRA  rating  based  on  a  four-tier  grading  system,  from  "Outstanding" 
to  "Substantial  Noncomphance."  Unlike  most  other  exam  results,  the  new  CRA  rat- 
ing, along  with  a  portion  of  the  written  CRA  evaluation,  is  disclosed  to  the  public. 

We  believe  that  significant  changes  to  CRA  are  needed  to  increase  its  eflective- 
ness  and  to  address  problems  that  the  law  has  been  causing  for  flnsuicial  institu- 
tions. The  focus  has  been  too  much  on  process  and  paperwonc  production,  and  not 
enou£^  on  product  and  loan  production;  too  much  on  what  goes  on  in  the  board 
room,  and  not  enough  on  what  goes  on  in  the  community.  We  are  encouraged  that 
the  administration  has  undertaken  a  review  of  CRA  enforcement,  and  we  will  be 
working  actively  with  the  Federal  regulatory  agencies  to  produce  meaningful  change 
in  compliance  rules,  to  make  CRA  a  more  effective  tool  for  community  development. 

Conclusion 

From  the  perspective  of  corporate  citizens  and  commercial  enterprises,  banks  rec- 
ognize the  need  to  maintain  a  healthy  and  viable  economic  climate  within  their 
lending  communities.  As  CBA's  compendium  and  Affordable  Mortgage  Survey  both 
demonstrate,  banks  have  become  major  players  in  community  development,  small 
business,  and  affordable  mortgage  lending.  Moreover,  banks  have  a  unique  respon- 
sibility under  the  Community  Reinvestment  Act  to  serve  those  communities  and 
provide  at  least  some  of  the  means  for  economic  revitalization.  We  believe  that  the 
Dill  would  be  doing  a  disservice  to  the  communities  it  purports  to  benefit  if  it  freezes 
banks  out  of  the  opportunities  it  offers. 

Nevertheless,  we  are  gratified  that  the  bill  recognizes  and  encourages  the  involve- 
ment of  the  many  non-traditional  lenders  that  have  ^rown  up  in  communities 
around  the  country.  We  also  believe  that  other  community  institutions  should  con- 
sider participating  in  the  programs  in  their  own  unique  ways,  including  mutual 
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funds,  insurance  companies,  and  local  governments  and  community  groups,  bringing 
together  all  those  with  a  vested  interest  in  their  community's  development. 

In  addition  to  an  amendment  to  this  bill  to  allow  banks  to  participate,  we  rec- 
ommend several  additional  steps  Congress  could  take  that  would  benefit  low-  and 
moderate-income  communities: 

Congress  should  appropriate  funds  for  the  Bank  Enterprise  Act  (BEA).  The  BEA 
would  allow  banks  to  pay  reduced  deposit  insurance  premiums  on  deposits  held  in 
lifeline  or  basic  banking  accounts.  The  BEA  would  also  give  banks  credits  on  deposit 
insurance  premiums  for  loans  to  distressed  communities  or  branches  operating  in 
such  neighborhoods.  While  the  102nd  Congress  passed  the  BEA,  it  failed  to  appro- 

griate  more  than  a  small  amount  ($1  million)  for  start  up  funds  for  the  program. 
BA  supports  the  Bank  Enterprise  Act,  and  urges  you  to  appropriate  money  to  fund 
this  incentive  program. 

Congress  should  provide  additional  incentives  to  banks  and  all  other  financial 
service  providers  to  make  community  development  loans,  directly,  or  through  com- 
munity development  corporations  or  CDBs.  Examples  of  some  incentive  mechanisms 
include  the  following: 

•  Providing  reduced  CRA  burdens  (such  as  an  expedited  application  process  for  re- 
peated "Outstanding"  CRA  performance  evaluations). 

•  Offering  lenders  tax  incentives,  where  appropriate. 

•  Providing  loan  subsidies  or  grant  money  that  could  subsidize  the  borrower's  inter- 
est cost. 

•  Offering  credit  enhancements  for  risk  reduction  (i.e.  loan  guarantees). 

•  Recognizing  that  higher  reserves  are  not  necessary  against  community  develop- 
ment loans. 

Thank  you  once  again  for  the  opportunity  to  provide  our  testimony  on  this  com- 
munity development  legislation.  We  are  gratified  that  you  are  focusing  your  ener- 
gies on  this  area,  and  we  encourage  you  to  do  even  more  in  the  future.  We  will  be 
happy  to  provide  you  with  any  additional  comments  going  forward. 


PREPARED  STATEME^fT  OF  DIMITRI  B.  PAPADIMITRIOU 
Executive  Director,  The  Jerome  Levy  Economics  Institute  of  Bard  College 

I  wish  to  thank  Chairman  Riegle  and  other  Members  of  the  Senate  Banking  Com- 
mittee for  organizing  this  hearing.  Also,  I  extend  my  appreciation  to  Steve  Harris, 
Matt  Roberts,  and  other  committee  staff  for  their  diligence  and  cooperation  in  get- 
ting my  statement  introduced  into  the  record.  The  Jerome  Levy  Economics  Institute 
has  been  actively  engaged  in  all  phases  of  the  community  development  bank  (CDB) 
proposal,  and  we  are  proud  of  our  contribution  to  the  debate  on  implementing  a  via- 
ble community  lending  initiative. 

Community  Banking  Needs 

Commercial  banks  are  less  able  and  willing  to  provide  financial  services  for  micro- 
sized  businesses  and  low-income,  low-wealth  households.  First,  evidence  suggests 
that  traditional  banks  are  reluctant  to  make  loans  to  firms  that  are  small,  perceived 
as  risky,  and  whose  management  is  inexperienced,  or  firms  that  have  riot  had  an 
established  banking  relationship  with  them.  Because  of  this,  firms  are  then  denied 
access  to  credit,  and  find  it  difficult  to  establish  the  ties  that  are  a  prerequisite  to 
obtaining  bank  loans.  This  situation  is  further  aggravated,  since  due  to  their  small 
size,  these  firms  lack  market  power.  Yet  the  vitality  of  the  American  economy  de- 
pends on  the  continual  creation  of  new  and,  initially,  small  firms.  It  is  in  the  public 
interest,  therefore,  to  foster  the  creation  of  new  entrants  into  industry,  trade,  and 
finance,  and  also  to  create  banking  institutions  that  specialize  in  financing  small 
businesses. 

Second,  increased  competition  from  "non-bank  banks,"  such  as  money  market  mu- 
tual funds,  tends  to  raise  the  interest  rate  that  has  to  be  paid  to  attract  deposits. 
As  the  costs  of  attracting  deposits  rise,  banks  and  thrifts  turn  to  increased  fees  in 
an  attempt  to  cover  these  costs.  The  fees  on  non-interest-bearing  checking  accounts, 
for  example,  rose  from  approximately  $27  to  $35  in  1977  (at  1991  prices)  to  $60  to 
$66  by  1991.  Banks  have  also  raised  minimum  account  balance  requirements.  Ris- 
ing fees  and  higher  minimum  balances  have  forced  a  segment  of  the  population  out 
of  the  traditional  banking  system. 

Many  of  those  who  have  lefl  the  banking  system  have  turned  to  "fringe  bank- 
ing"— primarily  pawnshops  and  check-cashing  facilities.  John  Caskey  (1993)  reports 
that  currently,  about  41  percent  of  households  with  income  below  $12,000  have  no 
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deposit  account  (up  from  9.5  percent  in  1977);  and  31  percent  of  those  with  income 
below  $18,000  have  no  deposit  account.  These  householas  are  generally  forced  to  use 
check-cashing  facilities.  Most  users  of  check-cashing  facilities  are  low-to-middle-in- 
come workers  or  recipients  of  government  transfers;  they  tend  to  be  young  and  non- 
white.  Regular  users  typically  do  not  have  a  bank  account.  In  a  study  of  three  New 
Jersey  counties,  it  was  found  that  almost  half  of  all  AFDC  checks  issued  in  the 
counties  were  cashed  at  check -cashing  facilities.  Of  the  users  interviewed  as  they 
left  facilities  after  cashing  their  AFDC  checks,  it  was  found  that  92  percent  did  not 
have  bank  accounts.  Because  banks  and  thrifts  wUl  not  normally  cash  checks  of 
non-customers,  low-income  households  without  bank  accounts  rely  to  a  great  extent 
on  check-cashing  facilities.  (A  national  survey,  which  included  primarily  urban 
areas  in  fifteen  States  plus  the  District  of  Columbia,  found  that  71  j)ercent  of  urban 
banks  and  thrifts  would  not  even  cash  a  government  check  for  a  non-depositor  at 
any  price;  only  14  percent  would  do  it  without  charge;  the  remainder  would  do  it 
for  a  fee.)  The  fees  charged  for  cashing  checks  vary — 1.5  percent  to  as  high  as  15 
percent — and  depend  on  the  type  of  check  cashed,  location,  and  whether  the  check- 
cashing  facility  operates  in  a  State  that  regulates  such  fees  (Caskey,  1993). 

Because  only  5  percent  of  households  without  deposit  accounts  have  credit  cards, 
the  vast  majority  of  these  low-income  households  without  deposit  accounts  would 
not  have  credit  cards.  In  contrast,  63  percent  of  those  with  deposit  accounts  do  have 
credit  cards.  Households  without  access  to  credit  are  often  forced  to  pawn  their 
valuables  as  collateral  against  loans.  The  typical  user  of  a  pawnshop  earns  $8,000 
to  $16,000  per  year,  lives  pay  check  to  pay  check,  does  not  have  a  checking  account 
or  credit  card,  and  borrows  less  than  $50  at  an  interest  rate  that  commonly  reaches 
240  percent  per  year;  80  percent  of  the  "customers"  are  repeat  users,  caught  in  this 
costly  cycle  of  pawning  valuables  at  very  high  interest  rates  because  they  lack  ac- 
cess to  the  short-term  credit  provided  by  credit  cards. 

This  lack  of  access  to  financial  services  became  more  acute  as  a  result  of  the  cri- 
ses that  plagued  financial  institutions  during  the  late  1980s.  Banks  have  become 
increasingly  cautious  in  their  investment  activities,  as  witnessed  by  their  greater 
aversion  to  engage  in  practices  that  carry  hi^er  assessed  risk,  including  lending 
in  communities  with  lower  land  values.  Rather,  banks  have  been  rapidly  moving 
into  activities  with  lower  perceived  risk  and  less  volatility,  namely  government  secu- 
rities. This  trend  toward  urban  abandonment  and  neglect  has  resulted  in  de  facto 
discrimination  and  "redlining"  against  the  large  minority  populations  who  live 
there,  leaving  them  with  few  sources  of  capital  for  investment  and  growth. 

A  well-designed  community  development  bank  (CDB)  system  could  provide  an  effi- 
cient and  equitable  alternative  to  expensive  fringe-banking.  At  the  same  time,  it 
could  bring  many  of  those  now  excluded  into  the  payments  system  that  most  Ameri- 
cans use.  Furthermore,  it  would  offer  a  safe  ana  secure  repository  for  savings,  en- 
couraging thrift  in  low-income  communities  that  currently  do  not  have  adequate  ac- 
cess to  traditional  banks.  Finally,  it  could  use  the  funds  of  the  community  as  a  basis 
for  loans  to  the  community,  playing  a  most  important  role  in  that  community's  sta- 
bilization and  economic  development. 

Geographic  and  functional  sp>ecialization  will  allow  the  CDBs  to  face  lower  costs 
in  certain  well-defined  markets  or  "niches."  As  the  CDBs  establish  a  customer  base 
in  the  targeted  community,  they  will  be  able  to  make  the  "small  deals"  that  would 
not  be  sufiiciently  profitable  for  traditional  financial  institutions.  In  some  cases,  the 
success  of  the  CDbs  will  encourage  the  traditional  lenders  also  to  move  into  these 
communities.  Undoubtedly,  this  would  be  viewed  as  a  success. 

Changes  in  the  Financial  Industry 

The  past  five  years  have  seen  a  decline  in  the  number  of  independent  financing 
outlets  for  businesses.  At  the  same  time,  there  has  been  a  shift  in  the  size  distribu- 
tion of  banks  and  savings  and  loan  institutions  in  favor  of  larger  banks  interested 
in  "large  deal"  financing.  The  credit  crunch  has  had  a  dramatic  impact  on  small  and 
family-owned  businesses.  Examples  of  the  credit  crunch  facing  small  and  family- 
owned  enterprises  abound  and  range  from  the  recent  elimination  of  business  credit 
on  inventory  purchases  by  factoring  companies  to  the  inability  of  many  small  firms 
to  obtain  short-  and  intermediate-term  financing  for  operational  and  capital  needs. 

These  changes  in  the  American  economic  landscape  are  important  factors  result- 
ing in  the  credit  crunch  facing  small  businesses.  Banks  now  find  it  unprofitable  to 
service  the  smallest  enterprises.  These  were  never  well  served  by  the  banking  com- 
munity and  are  now  being  served  even  more  poorly.  The  proposal  for  community  de- 
velopment banks  (along  with  other  programs  such  as  those  operated  by  the  Small 
Business  Administration)  would  increase  the  supply  of  short-term  credit  to  small 
businesses. 
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The  global  banking  and  financial  system  is  in  a  state  of  flux.  Advances  in  tech- 
nology, coupled  with  the  increased  globalization  of  the  world  economy,  have  set  in 
motion  forces  that  will  fundamentally  change  the  nature  of  the  bankmg  and  finan- 
cial system  in  the  years  ahead.  The  challenge  of  policy  makers  will  be  to  formulate 
policies  that  will  assure  that  the  credit  needs  of  businesses  and  consumers  are  met, 
whUe  at  the  same  time  assuring  a  safe  and  stable  payments  system.  Contrary  to 
the  views  of  some,  however,  these  forces  will  not  eliminate  the  need  for  small,  com- 
munity-oriented banks.  Competition  from  other  lat-ge  non-bank  financial  institutions 
and  economies  of  scale  will  raise  the  minimum  size  of  transactions  handled  by  large, 
diversified  financial  institutions,  including  commercial  banks.  These  large  insti&i- 
tions  will  be  less  suited  to  meet  the  needs  of  the  small  borrower  and  small  deposi- 
tor. Provided  the  institutional  climate  is  conducive,  smaller,  specialized,  and  com- 
munity-oriented financial  institutions  would  be  expected  to  thrive  and  grow  to  meet 
the  demands  of  the  small  business  and  small  consumer.  It  will  take  time  to  generate 
these  new  institutions,  and  there  is  the  danger  that  in  the  interim  small  firms  will 
face  a  credit  squeeze,  while  small  depositors  are  priced  out  of  banking  services.  The 
Federal  Government  and  the  U.S.  Congress  can  play  an  important  role  in  fostering 
a  climate  that  will  speed  the  creation  of  these  institutions  by  providing  an  equity 
infusion  for  community  development  banks.  It  is  for  these  reasons  that  my  col- 
leagues Hyman  Minsky,  Ronnie  J.  Phillips,  and  L.  Randall  Wray  and  I  have  sup- 
ported the  concept  of  community  development  banks,  and  have  developed  a  proposal 
to  establish  a  nationwide  network  of  CDBs,  as  detailed  in  a  Levy  Economics  Insti- 
tute Public  Policy  Brief,  No.  3,  "Community  Development  Banking:  A  Proposal  to 
Establish  a  Nationwide  System  of  Community  Development  Banks   (January  1993). 

Evidence  of  Lending  Bias 

Financial  institutions  are  prohibited  from  engaging  in  discriminatory  activity  by 
the  Equal  Credit  Opportunity  Act  and  the  Fair  Housing  Act.  The  Home  Mortgage 
Disclosure  Act  mandates  disclosure  of  data  that  help  to  determine  whether  financial 
institutions  are  discriminating.  Whether  or  not  financial  institutions  regularly  en- 
gage in  de  jure  discrimination,  there  is  substantial  evidence  of  de  facto  discrimina- 
tion by  race.  (It  must  be  emphasized,  however,  the  data  are  not  conclusive  and  prob- 
ably cannot  be.)  Furthermore,  it  is  not  necessarily  illegal  to  discriminate  on  the 
basis  of  income  or  wealth;  indeed,  these  factors  are  explicitly  used  to  determine 
credit-worthiness.  Although  these  issues  are  very  complex,  a  convincing  case  can  be 
made  that  certain  segments  of  the  community,  particularly  low-income,  low-wealth 
minorities,  are  systematically  denied  equal  access  to  credit. 

Unlike  discrimination,  which  has  to  do  with  the  borrower's  characteristics,  redlin- 
ing has  to  do  with  the  characteristics  of  the  borrower's  neighborhood.  A  bank  that 
engages  in  redlining  demarcates  an  area  in  which  it  will  not  normally  lend.  This 
need  not  be  irrational:  some  neighborhoods  will  have  much  higher  d,efault  rates 
than  others;  because  of  "spillovers"  or  "externalities,"  two  individuals  identical  in 
every  way  might  experience  very  different  default  rates  merely  because  they  live  or 
do  business  in  different  neighborhoods.  If  credit  is  systematically  denied  to  a  neigh- 
borhood, that  community  will  almost  certainly  suffer  economic  dfecline.  The  value  of 
fixed  assets  of  the  community,  particularly  homes  or  small  businesses,  will  be  af- 
fected by  redlining  and  the  concomitant  spillovers  (Dymski,  1993).  For  these  assets, 
the  value  is  not  determined  only  by  the  asset's  own  condition,  but  also  by  that  of 
the  perceived  condition  of  the  whole  neighborhood. 

There  is  evidence  of  discrimination  and  of  redlining.  In  October  1991,  data  from 
the  Home  Mortgage  Disclosure  Act  (HMDA)  indicated  that  minorities  receive  loans 
at  a  rate  far  lower  than  comparable  whites.  As  an  example,  based  on  data  for  the 
Nation  as  a  whole,  blacks  are  turned  down  two  and  one-half  times  more  frequently 
than  whites.  According  to  a  study  by  the  Federal  Reserve  Bank  of  Boston,  even  after 
taking  account  of  economic  and  other  non-racial  factors  (income,  wealth,  lower  value 
of  housing),  housing  and  mortgage  credit  markets  function  in  a  way  that  hurts  black 
neighborhoods  in  Boston  (Bradbury,  Case,  and  Dunham,  1989).  Indeed,  the  authors 
found  that  the  ratio  of  mortgage  loans  to  housing  varies  systematically  by  race; 
black  neighborhoods  receive  24  percent  fewer  mortgages,  even  after  controlung  for 
a  variety  of  non-racial  variables.  Minority  applicants  were  60  percent  more  likely 
than  whites  to  be  rejected  for  mortgages,  even  after  controlling  for  the  non-racial 
variables. 

If  minorities  do  not  receive  loans  because  of  discrimination,  laws  should  be 
strengthened  to  end  such  practices.  However,  if  they  do  not  receive  loans  because 
of  factors,  such  as  the  existence  of  spillovers,  that  are  beyond  the  control  of  individ- 
ual banks  or  of  borrowers,  then  the  government  must  play  a  role  in  assuring  that 
adequate  credit  is  available.  My  colleagues  Ronnie  J.  Phillips  and  L.  Randall  Wray 
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and  I  have  argued  elsewhere  (Levy  Economics  Institute  Public  Policy  Brief,  No.  6, 
"A  Path  to  Community  Development:  The  Community  Reinvestment  Act,  Lending 
Discrimination,  and  the  Role  of  Community  Development  Banks,"  May  1993)  that 
there  are  three  main  factors  that  have  hindered  the  ability  of  low-income,  low- 
wealth,  and  frequently  minority  residents  of  certain  communities  to  obtain  house- 
hold and  business  credit:  increased  securitization  of  loans,  decreasing  numbers  of 
bank  branch  offices  (particularly  in  low-income  neighborhoods),  and  lack  of  famili- 
arity of  traditional  bankers  with  those  communities  that  are  underserved. 

The  Role  of  Community  Development  Banks 

The  establishment  of  a  nationwide  network  of  CDBs  provides  the  means  to  ad- 
dress the  issue  of  access  to  credit  in  communities  where  lending  is  severely  cur- 
tailed. CDBs  can  enhance  the  welfare  of  low-income  citizens,  inner-city  minorities, 
and  entrepreneurs  seeking  small-scale  financing  for  their  businesses.  The  basic 
functions  of  the  CDBs  include:  (a)  the  payment  system  for  check -cashing  and  clear- 
ing, and  credit  and  debit  cards,  (b)  the  secure  depositories  for  savings  and  trans- 
action balances,  (c)  mortgage  financing,  home  rehabilitation,  and  improvement  loans 
for  households,  and  (d)  commercial  banking  services  for  loans,  payroll  services,  and 
advice.  To  be  sure,  there  also  exist  the  functions  of  investment  banking  and  asset 
management,  but  these  are  less  important  for  the  segments  of  the  population  that 
these  CDBs  will  serve. 

The  community  service  aspects  of  the  proposed  CDBs  involve  the  payment  mecha- 
nism and  the  savings  facility.  These  require  none  of  the  skills  of  the  banker  who 
takes  risks.  Under  our  proposal  (I>evy  Economics  Institute  Public  Policy  Brief,  No. 
3),  each  CDB  would  ofTer  aeposit  and  savings  accounts,  check -cashing  services  for 
depositors,  automatic  deposit  of  payroll  and  government  checks,  automatic  payment 
(with  customer  authorization)  of  certain  monthly  bills,  and  credit  cards  (with  a 
small  line  of  credit  determined  by  the  customer's  deposit  and  credit  history).  This 
wiU  enable  customers  to  achieve  substantial  savings  over  the  costs  of  transactions 
at  check-cashing  facilities  (or  traditional  banks)  and  over  the  costs  of  short-term 
credit  provided  by  pawnshops;  it  will  encourage  thrift  and  responsible  financial  be- 
havior of  customers;  and  it  will  provide  a  source  of  funds  to  be  "reinvested"  in  the 
community  by  the  CDB  through  its  loan-making  activity. 

Moreover,  the  CDB  will  ofTer  commercial  transactions  accounts  to  the  ongoing  and 
newly  established  small  businesses  in  its  targeted  area,  and  do  some  or  aU  of  their 
financing  for  the  short  and  intermediate  term.  It  will  also  provide  various  business 
services  such  as  the  preparation  and  payment  of  payrolls  and  the  cashing  and  auto- 
matic depositing  of  customers'  employee  checks.  Finally,  it  will  act  as  a  participant- 
consultant  to  foster  a  successful  relationship  so  that  new  loans  can  be  extended,  if 
necessary,  while  old  loans  are  paid. 

The  basic  assumption  underlying  the  community  development  bank  is  that  all 
areas  of  the  country  need  banks  that  are  clearly  oriented  toward  the  small  cus- 
tomer: households  that  have  a  low  net  worth,  a  small  IRA  account,  and  a  small 
transactions  account;  and  businesses  that  need  financing  measured  in  thousands 
rather  than  millions  or  billions  of  dollars. 

South  Shore  Bank:  How  Relevant? 

The  most  successful  community  development  bank,  and  the  oldest,  is  the 
Shorebank  Corporation  of  Chicago,  a  holding  company  that  includes  South  Shore 
Bank,  a  real  estate  development  corporation,  a  small  venture  capital  firm,  and  the 
Neighborhood  Institute,  which  ofTers  among  its  services  low-income  housing  develop- 
ment, remedial  education,  and  vocational  training.  On  the  asset  side,  its  greatest 
success  has  been  residential  mortgages,  typically  made  on  the  condition  that  the 
structures  be  renovated  and  improved.  The  loan-loss  ratio  at  Shorebank  in  1990  was 
0.46  percent  and  in  1991  was  0.67  percent.  The  key  to  its  success  is  residential 
housing:  as  Ronald  Grzywinski  of  Shorebank  acknowledged.  The  principal  smaU 
business  of  Shorebank  was  quite  simply  housing." 

The  other  CDB  commonly  referred  to  as  a  potential  model  is  the  Southern  Devel- 
opment Bancorporation,  parent  of  Elk  Horn  Bank  &  Trust  (Company  in  Arkansas. 
It  uses  a  subsidiary  called  the  Good  Faith  Fund,  which  offers  loans  from  $500  to 
a  few  thousand  dollars  to  low-income  people  trying  to  start  a  business.  The  activities 
in  small-business  loans  have  been  less  successful,  as  have  attempts  to  provide  low- 
cost  checking  and  savings  deposits  for  the  community  residents. 

On  the  liability  side  of  the  balance  sheet,  the  most  important  innovation  of 
Shorebank  has  been  Development  Deposits,  funds  gathered  from  outside  the  com- 
munity, from  institutions  and  individuals  who  share  the  goals  of  the  corporation. 
Presently,  development  certificates  of  deposit  account  for  almost  half  of  the  deposit 
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base  at  Shorebank.  Some  depositors  accept  below-market  rates  to  subsidize 
Shorebank's  work,  but  generally  these  deposits  offer  market  rates  of  interest.  Reha- 
bilitation certificates  of  deposit,  which  typically  pay  200  basis  points  below  the  mar- 
ket interest  rates,  make  up  41  percent  of  Shorebank's  deposits.  Thus,  the  banks  are 
subsidized  to  some  extent  oy  philanthropists  and  socially  conscious  people  including 
those  outside  the  community  who  frequently  accept  a  lower  rate  oi  return  on  their 
money  in  exchange  for  doing  something  they  consider  an  important  contribution  to 
society.  This  asset/liability  structure,  which  also  carries  Federal  deposit  insurance, 
has  been  the  key  to  the  success  of  the  corporation. 

The  strengths  of  existing  community  development  banks  may  turn  out  to  be  weak- 
nesses if  current  policy  is  followed  as  a  national  strategy.  Attracting  funds  from  the 
outside  is  important  for  particular  CDBs,  but  to  establish  a  nationwide  group  of 
banks  and  then  expect  them  to  compete  for  funds  from  the  "socially  conscious"  pub- 
lic would  be  self-defeating.  It  is  not  a  viable  long-run  strategy  to  promote  as  a  na- 
tional policy  the  transfer,  for  example,  of  the  "socially  conscious"  funds  of  New  York 
City  to  rural  Alabama  (or  vice  versa).  A  national  policy  should  encourage  local  mar- 
kets for  the  CDB  liabilities  just  as  it  encourages  local  markets  for  the  CDB  assets. 
This  wiU  help  to  ensure  that  local  consumers  receive  the  broad  range  of  financial 
services  needed  to  encourage  capital  development  of  the  community,  particularly 
credit  services  and  transaction  services.  The  oanks  of  a  nationwide  system  of  CDBs 
cannot  rely  on  local  short-term  loans  as  a  primary  asset  while  the  primary  liabilities 
are  external  funds  because  this  ignores  the  payment  and  saving  functions  of  the 
local  community. 

A  key  aspect  of  Shorebank  is  that  its  neighborhood  was  still  perhaps  two-thirds 
middle  and  working  class  when  the  bank  came  into  existence.  Managers  of  existing 
CDBs  do  not  claim  that  their  model  would  work  in  the  very  distressed  areas  of  the 
inner  cities.  Thus,  replicating  Shore  Bank  means  demographically  targeting  a  par- 
ticular type  of  community:  serving  not  the  "poorest  of  the  pxjor,"  but  rather  a  mar- 
ginally-ediacated  and  employed  segment  of  tne  population  that  had  no  lending  ac- 
cess, yet  had  a  reasonable  credit  history  and  posed  a  low  risk  in  terms  of  loan  repay- 
ment. A  strategy  based  on  existing  models  would,  therefore,  neglect  those  at  the 
very  bottom  of  the  economic  ladder,  who  presumably  need  the  most  help.  Reliance 
on  external  funds  ignores  the  necessary  provision  of  bank  services  to  local  consum- 
ers. This  is  why  it  is  important  that  a  CDB  should  be  focused  on  providing  financial 
services  in  its  community. 

The  existing  models  of  CDBs  provide  a  useful  starting  point  for  the  development 
of  a  nationwide  strategy.  However,  we  believe  that  there  are  significant  problems 
with  existing  CDBs  and  other  proposals  that  have  been  advanced  based  on  these. 
Our  own  evaluation,  which  has  been  detailed  elsewhere  (Levy  Economics  Institute 
Public  Policy  Brief,  No.  3),  convinces  us  that  the  existing  models  should  not  serve 
as  prototypes  for  a  nationwide  system  of  CDBs.  These  problems  put  aside,  the  com- 
munity development  banks  have  been  successful,  nevertheless,  especially  in  residen- 
tial mortgages,  typically  made  on  the  condition  that  the  structures  be  renovated  and 
improved. 

In  addition,  the  existing  CDBs  and  their  low  default  rate  on  loans  have  become 
the  recent  impetus  for  other  banks  to  enter  the  business  of  home  rehabilitation 
lending  responding  to  the  demand  from  consumers  and  to  the  successful  and  profit- 
able portfolio  of  such  loans  at  the  Shorebank.  This  is  an  example  of  the  market 
workmg  to  the  benefit  of  both  business  and  consumer.  We  expect  that  in  a  nation- 
wide system,  existing  banks  (under  pressure  of  comf)etition)  will  respond  and  pro- 
vide competition  for  the  CDBs  especially  when  default  rates  on  such  loans  are  lower, 
as  the  experience  shows  thus  far. 

Community  Development  Bank  Proposals  and  the  CRA 

There  are  a  number  of  community  development  bank  proposals  that,  unlike  our 
own,  would  weaken  the  Community  Reinvestment  Act  (CRA)  of  1977.  We  are  critical 
of  these  for  a  number  of  reasons.  First,  the  vast  majority  of  commercial  banks  are 
already  complving  with  the  requirements  of  CRA;  we  believe  that  these  require- 
ments should  be  retained  and,  indeed,  strengthened,  because  they  provide  an  oppor- 
tunity for  a  dialogue  to  take  place  between  each  commercial  bank  and  the  puolic 
it  is  designed  to  serve,  and  in  this  regard  we  agree  with  President  Clinton's  pro- 
posed changes.  Second,  in  spite  of  compliance  with  CRA,  there  is  substantial  evi- 
dence that  ae  facto  discrimination  in  lending  exists:  certain  well-identified  segnients 
of  society  are  systematically  denied  credit.  This  indicates  that  CRA  and  anti-dis- 
crimination rules  alone  cannot  provide  sufficient  access  to  credit  for  all  segments  of 
the  community.  Third,  the  existing  financial  system  does  not  provide  a  sufficient 
level  of  transactions,  payment,  and  savings  services  to  certain  segments  of  the  popu- 
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lation;  furthermore,  recent  trends  have  caused  traditional  banks  to  reduce  the  sup- 
ply of  these  services  to  those  communities  that  were  never  well  served.  For  these 
reasons,  we  advocate  the  development  of  a  system  of  CDBs  designed  to  supplement 
CRA  in  order  to  provide  needed  financial  services  to  targeted  communities  (Levy  Ec- 
onomics Institute  Public  Policy  Brief,  No.  6). 

Since  its  inception  in  1977,  the  CRA  has  attracted  critics  from  both  sides:  some 
allege  that  the  CRA  compliance  standards  are  inadequate  to  generate  sufficient 
lenmng  in  poor  communities,  while  others  accuse  the  CRA  of  imposing  an  undue 
regulatory  and  cost  burden  on  banks.  In  either  event,  the  vast  majority  of  banks 
receive  "satisfactory"  or  "outstanding"  CRA  compliance  ratings,  despite  recent  em- 
pirical evidence — such  as  an  analysis  of  the  Home  Mortgage  Disclosure  Act  con- 
ducted by  the  Federal  Reserve  Bank  of  Boston — that  suggests  that  the  CRA  and 
other  measures  designed  to  eliminate  lending  bias  cannot,  by  themselves,  rid  de 
facto  discrimination.  We  maintain  that  a  nationwide  system  of  CDBs  is  needed  to 
supplement,  not  substitute  for,  the  CRA  in  ensuring  fair  access  to  financial  services 
in  targeted  communities. 

Our  proposed  model  of  CDBs  deviates  from  other  community  development  bank 
proposals  in  four  key  ways.  First,  most  other  proposals  are  based  on  the  example 
provided  bv  one  of  the  existing  community  development  banks  (such  as  Shorebank 
of  (Chicago).  These  typically  rely  on  funcis  gathered  from  outside  the  community, 
from  institutions  and  individuals  who  share  the  goals  of  community  development 
banking  and  who  are  willing  to  receive  below-market  interest  rates.  However,  as 
discussed  above,  a  nationwide  system  cannot  rely  on  "socially  conscious"  funding. 
Furthermore,  the  assets  of  some  of  the  existing  institutions  are  comprised  primarily 
of  home  mortgage  loans.  In  contrast,  our  proposal  emphasizes  a  wider  range  of  as- 
sets, which  is  the  key  to  revitalizing  communities. 

Second,  our  proposal  would  create  a  Federal  Bank  for  Community  Development 
Banks  (FBCDB),  which  would  be  responsible  for  the  funding,  regulation,  and  super- 
vision of  the  CDBs.  It  would  act  as  the  central  bank,  the  correspondent  bank,  the 
link  with  financial  markets,  and  the  supervising  authority,  and  it  might  also  provide 
some  clearing  services.  It  would  be  responsible  for  training  and  for  the  testing  of 
competency  of  CDB  officers  and  staff.  The  FBCDB  would  be  started  with  an  initial 
investment  of  $1  billion  by  the  Congress,  which  could  be  augmented  to  $5  billion 
as  growth  of  the  system  warrants.  It  is  designed  to  operate  at  a  profit  once  the 
start-up  period  is  over. 

Third,  our  proposal  is  not  a  substitute  for  the  current  Community  Reinvestment 
Act  and  we  do  not  believe  that  ownership  of  a  community  development  bank  should 
rest  with  existing  institutions  in  the  commercial  banking  sector.  Furthermore,  any 
investments  of  commercial  banks  in  CDBs  should  not  be  used  solely  for  compliance 
with  CRA  requirements.  On  the  other  hand,  partial  government  ownership  of  the 
CDBs  gives  the  government  an  effective  method  of  supervision  and  control  over  each 
CDB.  This  will  help  to  ensure  the  safety  and  soundness  of  the  institutions,  as  well 
as  ensuring  that  the  focus  of  the  CDBs  remains  the  targeted  functions  and  commu- 
nities as  described  above. 

Fourth,  our  proposal  deviates  from  others  by  setting  up  a  nationwide  system  of 
independent,  for-profit  institutions.  The  FBCUB  would  match  up  to  $5  million  of 
private  investment  in  each  CDB  (so  that  as  many  as  200  CDBs  could  be  capitalized 
by  the  initial  $1  billion  government  investment  in  the  FBCDB).  As  a  maior  investor, 
it  would  have  representation  on  each  board,  and  as  a  co-investor,  it  would  automati- 
cally have  the  right  to  inspect  the  books  of  all  CDBs.  Each  CDB  would  have  to  ob- 
tain at  least  $1  million  in  private  equity  investments,  up  to  a  maximum  of  $5  mil- 
lion of  private  eauity  (matcned  by  another  $5  million  from  the  FBCDB).  Each  would 
then  operate  witnout  government  subsidies. 

Conclusion 

The  plight  of  communities  suffering  due  to  job  loss,  deteriorating  housing,  lack  of 
private  enterprise,  and  declining  "economic  and  social  infrastructure"  has  been  la- 
beled a  central  concern  by  Washington.  The  administration's  pledge  of  approxi- 
mately $380  million  over  four  years  for  a  community  development  bank  networK  tac- 
itly implies  the  inability  of  the  private  sector  to  independently  alter  the  plight  of 
poor  communities.  Private  investors  and  would-be  entrepreneurs  are  leery  about 
making  financial  commitments  to  areas  burdened  by  chronic  poverty  and  social  vola- 
tility. Accordingly,  there  is  an  urgent  need  to  implement  the  nationwide  CDB  net- 
work. Access  to  lending  and  other  banking  services  is  an  essential  missing  link  to 
the  revitalization  of  distressed  communities. 

A  realistic  timetable  of  objectives  must  be  established  for  an  urban  strategy  that 
integrates  a  wide  range  of  community  development  initiatives.  The  proposed  CDBs 
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cannot  be  seen  as  a  major  factor  in  the  growth  of  the  economy.  Rather,  they  are 
appropriate  responses  that  fill  a  gap  in  the  current  institutional  structure,  and  may 
well  provide  part  of  the  setting  in  which  a  climate  of  opportunity  replaces  despair 
for  many  segments  of  the  population. 

However,  implementing  a  nationwide  strategy  of  community  development  that  is 
largely  dependent  on  philanthropic  financing  may  not  be  feasible.  It  is  unrealistic 
to  declare  that  nonprofit  lenders  should  have  a  monopoly  in  offering  credit  and  other 
financial  services  in  poor  areas.  Indeed,  these  lenders  must  focus  on  local  assets  and 
local  liabilities,  and  seek  to  imitate  the  success  of  nontraditional  financial  enter- 
prises to  be  profitable  and  successful  in  the  long  run.  There  are  several  examples 
of  profit-seeking  and  profit-making  financial  institutions  that  have  made  a  signifi- 
cant dent  in  rehabilitating  the  types  of  neighborhoods  targeted  by  President  Clin- 
ton's community  lending  initiative.  Moreover,  the  success  of  some  of  these  lenders 
has  accomplished  an  unanticipated  objective — it  has  lured  the  interest  of  traditional 
banks. 

Another  avenue  for  potential  success  among  these  lending  institutions  is  capitaliz- 
ing on  the  dramatic  growth  in  "fringe  banking"  services.  With  the  continuing  credit 
crunch  for  small  business,  a  pattern  of  rising  bank  transactions  costs,  monthly  serv- 
ice charges,  and  minimum  balance  requirements,  many  low-  and  moderate-income 
households  are  being  priced  out  of  the  conventional  banking  sector.  They  have  few 
options  but  to  resort  to  expensive  check-cashing  outlets  and  pawnshops  to  meet 
their  financial  services  needs.  Consec^uently,  most  groups  involved  in  community  de- 
velopment ui^e  that  a  lending  initiative  focusing  on  commercial  and  household  cred- 
it needs,  as  well  as  basic  bank  payments  and  transactions  services,  is  essential  to 
the  rejuvenation  of  economically  distressed  communities. 

The  proposed  Community  Development  Financial  Institutions  Act  to  create  a  net- 
work of  Community  Development  Financial  Institutions  is  plagued  with  the  same 
inability  of  sustaining  a  long-term  market  test.  I  am  very  skeptical  of  the  notion 
that  these  be  nonprofit  institutions  that  are  highly  dependent  on  sociaUy-conscious 
funding.  I  would  caution  against  these  entities  oecoming  (or  taking  the  appearance 
of)  welfare  programs — which  they  inevitably  would — thus  eventually  undermining 
them  politically,  preventing  them  from  performing  their  intended  mission:  to  serve 
as  vehicles  that  provide  services  to  residents  in  disadvantaged  communities  by  in- 
creasing the  ongoing  opportunities  for  both  prospective  entrepreneurs  and  employ- 
ees. 
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PREPARED  TESTIMONY  OF  JOHN  E.  TAYLOR 
Executive  Dikector,  National  Community  Reinvestment  Coalition 

Overview  of  the  Need  for  CDFI  Legislation 

On  behalf  of  the  over  300  members  of  the  National  Community  Reinvestment  Co- 
alition (NCRC),  I  want  to  thank  you  Senator  Riegle  and  the  Members  of  your  com- 
mittee for  inviting  us  to  provide  written  testimony  on  S.  1275,  the  Administration's 
Community  Development  Financial  Institution  (CDFI)  legislation.  I  have  attached 
a  copy  of  our  Membership  List  to  this  testimony  as  evidence  of  the  broad  represen- 
tation demonstrated  by  this  Coalition.  Since  few  of  these  local  community  organiza- 
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tions  can  afTord  to  travel  to  Washington,  DC,  and  testify  at  these  proceedings,  it  is 
important  for  this  Coalition  to  accurately  reflect  the  collective  opinions  of  these  over 
300  oivanizations. 

NCKC,  this  country^s  largest  community  reinvestment  coalition,  is  a  nonprofit, 
membership  organization  comprised  of  national,  regional,  and  local  oi^anizations, 
representing  racially,  ethnically,  economically,  and  geographically  diverse  constitu- 
encies in  every  State  around  the  country.  ^JCRC  seeks  to  increase  fair  and  equal 
access  to  credit  and  banking  services  and  products  because  discrimination  is  illegal, 
unjust,  and  detrimental  to  the  economic  growth  and  well  being  of  our  society. 

NCRC  supports  the  need  for  this  legislation  to  increase  funds  and  access  to  credit 
to  low-income,  minority,  and  underserved  communities  in  urban  and  rural  areas. 
We  urge  you  to  act  promptly  toward  the  passage  of  this  bill. 

However,  we  must  reiterate  our  position  that  we  will  not  support,  and  will  ac- 
tively oppose,  any  legislation,  amendments,  or  other  initiatives  that  would  weaken 
the  Community  Reinvestment  Act  (CRA).  The  passage  of  S.  1275  should  not  be 
viewed  as  a  replacement,  but  as  a  partner,  to  the  enforcement  of  CRA. 

The  goal  of  strong  CRA  enforcement  and  the  passage  of  the  CDFI  legislation  can 
lead  to  a  major  increase  in  the  credit  availability  to  underserved  communities. 
While  CRA  must  play  an  essential  role  in  opening  up  additional  funds  for  home 
ownership,  increased  affordable  housing  development,  and  small  business  opportuni- 
ties through  traditional  financial  institutions,  CDFI  funds  must  go  directly  to  alter- 
native institutions  (community  development  loan  funds,  community  development 
credit  unions,  community  development  corporations,  micro  development  loan  mnds) 
working  in  conjunction  with  mainstream  funders  or  as  pioneers  in  opening  up  new 
areas  for  lending. 

Statement  of  the  Problem 

Poverty  is  on  the  rise  all  across  America.  In  fact,  government  statistics  show  more 
Americans  living  in  poverty  now  than  at  any  time  in  the  last  20  years. 

In  the  richest  Nation  on  the  Earth,  this  trend  is  unacceptable.  But  reversing  it 
is  a  daunting  task,  and  will  require  commitment,  participation,  and  cooperation 
from  all  sectors  of  society.  Government  support  alone  cannot  provide  the  necessary 
capital  to  reclaim  our  many  distressed  urban  and  rural  communities. 

A  powerful  antidote  to  poverty,  economic  disenfranchisement,  and  conmiunity  eco- 
nomic stagnation  is  local  access  to  affordable  credit.  Yet,  noticeably  missing  from 
many  distressed  neighborhoods  are  financial  institutions.  Without  these  institutions, 
it  is  very  difficult  at  best  for  low-income  and  minority  residents  to  establish  working 
relationships  with  lenders,  and  to  gain  familiarity  with  those  who  control  the  flow 
of  capital.  In  addition,  low-income  and  minority  residents  often  lack  access  to  basic 
banking  services  in  their  neighborhood.  In  fact,  many  residents  have  to  travel  across 
town  simply  to  open  savings  and/or  checking  accounts.  This  promotes  the  develop- 
ment of  nonregulated  lenders,  pawn  shops,  check  cashing  outlets,  etc.,  which  charge 
residents  more  than  banks  for  the  same  services. 

Examples  of  How  Disinvestment  Affects  Communities 

Consider  a  few  examples  of  how  the  lack  of  access  to  credit  impacts  struggling 
people  and  neighborhoods. 

Alrican-Americans  and  Hispanics  repeatedly  denied  home  mortgages  results  in 
desperate  area  home  sellers  either  lowering  the  sales  price  of  their  homes  or  renting 
their  property.  Both  scenarios  are  hurtful  to  the  neighborhood.  In  the  first  instance, 
the  lowered  sales  price  artificially  devalues  their  home  and  those  of  the  surrounding 
neighbors.  In  the  second  instance,  renting  the  home,  it  robs  the  neidiborhood  of  the 
stabilizing  influence  offered  by  home  ownership.  Homeowners  traditionally  have  a 
long-term  stake  and  identification  with  the  neighborhood,  whereas  renters  tend  to 
be  more  temporary  and  have  less  incentive  to  maintain  the  property  at  a  standard 
equal  to  that  of  the  homeowner. 

Another  example  of  how  access  to  credit  impacts  a  neighborhood  is  demonstrated 
when  niinorities  and  others  are  often  denied  home  improvement  loans.  The  effect 
of  this  is  to  promote  the  physical  deterioration  of  the  neighborhood  housing  stock. 

Our  final  example  is  small  business  loans.  If  a  credit-worthy,  working  class  person 
does  not  have  access  to  business  financing,  then  he/she  will  most  assuredly  never 
be  able  to  successfully  launch  or  expand  his/her  business.  Our  experience  indicates 
that  minorities  have  severe  problems  in  gaining  access  to  business  financing,  re- 
gardless of  income. 

Many  small  business  applicants  usually  experience  one  of  the  three  following  sce- 
narios when  they  apply  for  such  credit:  first,  they  are  denied  a  loan  by  a  traditional 
lender  and  turn  to  an  "alternative  source"  for  financing,  with  highly  unfavorable 
terms  and  conditions  (which  ultimately  aids  and  promotes  business  failure);  or  sec- 
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ond,  the  would-be  borrower  does  not  receive  credit  and  simply  abandons  his/her 
idea.  In  the  case  of  business  owners  looking  to  expand,  they  are  unable  to  meet  de- 
mand and  lose  to  those  competitors  who  are  larger  and  have  access  to  credit.  In  this 
instance  jobs  are  lost;  finally,  in  the  third  scenario  is  that  another  opportunistic 
business  person  (from  another,  more  affluent  community),  recognizes  the  potential 
of  the  minority  person's  business  idea,  secures  the  loan,  opens  the  business,  but  the 
new  jobs  are  not  necessarily  offered  to  local  neighborhood  people  and  the  profit  flows 
out  of  the  community. 

The  Key  to  Neighborhood  Revitalization  is  Reinvestment 

Community  reinvestment  is  about  economic  justice,  providing  affordable  access  to 
capital  on  a  fair  and  equitable  basis.  Some  of  the  primary  needs  in  these  areas  are 
financing  for  affordable  multifamily  housing,  commercial  and  socied  service  facilities, 
and  small  businesses.  As  these  provide  housing,  sendees,  and  jobs,  they  will  be  the 
foundation  of  any  plan  for  neighborhood  revival. 

Reviving  distressed  communities  also  will  broaden  the  Nation's  economic  base, 
helping  to  spur  a  national  recovery  and  promote  faster  economic  growth. 

In  John  Weir's  words:  "A  new  infusion  of  capital,  and  particularly  private  capital, 
is  critical  to  any  strategy  to  provide  housing  and  revitalize  nei^borhoods.  While 
capital  is  not  a  panacea,  it  is  the  oxygen  that  is  the  essential  element  in  bringing 
neighborhoods  to  life,  and  disinvestment  is  probably  the  single  largest  cause  oT 
neighborhood  decline." 

CDFFs  AS  One  Key  Component  to  Community  Renewal 

Prior  to  coming  to  Washington,  DC,  only  a  few  years  ago,  I  had  worked  in  the 
community  development  field  for  over  fifteen  years.  That  experience,  working  on  the 
front  lines  to  effect  local  economic  development  matters  allows  me  to  say  without 
question  that  the  passage  of  S.  1275  will  greatly  assist  community  groups  and  neigh- 
boriioods  in  addressing  the  problem  of  the  lack  of  access  to  credit.  Tnis  figure  by 
no  means  represents  the  final  answer  to  serving  economically  distressed  neighbor- 
hoods, but  the  $384  million  is  a  great  beginning  in  laying  a  foundation  for  the  sus- 
tainability  and  growth  of  alternative  lending  institutions.  They  are  the  front  line 
fighters  in  building  housing,  providing  funds  Tor  business  opportunity,  and  springing 
hope  that  urban  and  rural  low-income  communities  can  be  turned  around.  These 
community  development  loan  funds,  community  development  corporations,  commu- 
nity development  credit  unions,  community  development  banks,  and  micro  develop- 
ment loan  tunds  are  injecting  needed  capital  into  underserved  communities. 

NCRC  supports  S.  1275  and  favors  the  Administration's  goal  to  provide  funds  sole- 
ly to  nontraaitional  CDFFs  rather  then  conventional  lenders.  Our  support  is  based 
on  five  attributes  of  CDFIs: 

•  CDFFs  mission  to  provide  financial  and  technical  assistance  in  underserved  urban 
and  rural  communities; 

•  CDFFs  commitment  to  work  with  community -based  organizations,  local  govern- 
ment, small  business  groups,  and  those  people  interested  in  supporting  local  revi- 
talization; 

•  CDFFs  ability  to  offer  flexible  terms  and  programs  to  assist  underserved  commu- 
nities in  revitalizing  their  communities; 

•  CDFFs  designed  to  ensure  democratic  participation  through  membership  on  their 
board  of  directors  by  community  and  other  interested  parties; 

•  CDFFs  capacity  to  change  direction,  policy,  or  programs  in  reaction  to  community 
changes  and  needs. 

For  these  five  reasons,  NCRC  supports  CDFFs  as  the  sole  recipients  for  S.  1275 
funds. 

Regarding  specific  suggestions  in  S.  1275,  NCRC  would  like  to  offer  one  friendly 
change.  We  would  like  to  see  the  number  of  Board  of  Directors  who  oversee  the  CDFI 
funds  to  be  increased  from  nine  to  15  members.  In  addition,  we  recommend  that  one 
seat  be  set  aside  for  a  local  government  entity  that  is  committed  to  community  rein- 
vestment. 

A  Partnership:  CDFFs  and  CRA 

As  we  have  mentioned  throughout  this  document,  NCRC  strongly  supports  the 
passage  of  S.  1275.  But  the  legislation,  while  laudable  in  its  intent,  cannot  replace 
nor  substitute  for  the  enforcement  of  CRA. 

In  the  President's  announcement  for  the  enactment  of  CDFI  legislation,  he  also 
stated  that  the  potential  for  CRA  has  remained  unrealized  and  that  banks  could  do 
better  in  meeting  the  credit  needs  of  communities  they  do  business  in.  We  whole- 
heartedly concur  with  these  findings.  Financial  institutions  are  a  major  component 
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in  increasing  lending  and  banking  services  in  our  low-income,  minority,  and  under- 
served  communities. 

Financial  institutions  must  increase  their  community  reinvestment  lending.  They 
must  be  out  on  the  front  line  supporting  credit-worthy  programs  and  projerts  that 
sustain  the  livability  of  the  communities  they  serve.  Legislation  or  amendments  that 
allow  financial  institutions  to  reduce  their  (JRA  obligations  through  equity  contribu- 
tions to  CDFIs  must  not  be  supported  since  it  would  lead  to  less,  not  more,  f\inds 
for  worthwhile  endeavors. 

While  CRA  has  not  reached  its  potential,  we  are  happy  to  report  that  under  this 
legislation  over  $30  billion  in  lending  has  occurred  in  support  of  community  develop- 
ment. CRA  does  work.  Money  has  been  lent  for  new  housing  opportunities,  produc- 
tion of  additional  affordable  housing  units,  the  creation  of  new  jobs  and  business 
opportunities,  and  funds  for  social  service  delivery.  We  applaud  reinvestment  in  un- 
derserved  urban  and  rural  communities;  but  more  can  and  must  be  done. 

The  CDFI  legislation  is  a  vital  component  in  the  goal  of  revitalizing  low-income 
conmiunities.  It  is  an  excellent  beginnmg  but  it  must  go  hand-in-hand  with  aggres- 
sive enforcement  of  CRA. 

One  note  of  caution.  As  much  as  others  like  to  believe  the  contrary,  racial  dis- 
crimination in  lending  is  still  the  case  and  not  the  exception.  While  CDFI  fiinding 
is  laudable  and  essential  for  community  revitalization,  as  the  Atlanta  Constitution, 
and  Washington  Post  articles,  and  the  Boston  Fed  Study  all  point  out,  we  must  re- 
move racial  and  economic  discrimination  to  fulfill  each  person's  right  to  achieve 
independence.  Strong  enforcement  of  CRA  and  passage  of  the  CDFI  legislation  are 
the  best  means  to  move  the  community  reinvestment  agenda  forward. 

We  appreciate  this  opportunity  to  provide  the  committee  with  our  written  testi- 
mony, and  are  open  to  all  means  of  support  in  moving  the  passage  of  S.  1275  for- 
ward. 


PREPARED  TESTIMO^fY  OF  BRYAN  HASSEL 

CE>rrER  FOR  Community  Self-Help,  Durham,  NC 

Submitted  to  the  House  Banking  Committee — Subcommittee  on  Financial 
Institutions  Supervision,  Regulation,  and  Deposit  Insurance 

February  2,  1993 

On  behalf  of  the  Center  for  Community  Self-Help,  I  would  like  to  thank  Rep- 
resentative Neal  and  the  Subcommittee  for  inviting  Self-Help  to  present  these  re- 
maiics  today.  Hundreds  of  community  development  organizations  from  across  the 
countiv  are  pleased  to  see  the  House  of  Representatives  devoting  attention  to  these 
critical  issues. 

The  Center  for  Community  Self-Help  was  founded  in  1980  with  an  idealistic  mis- 
sion: to  provide  economic  opportunities  for  the  most  disadvantaged  North  Caro- 
linians. In  the  wake  of  plant  closings  and  economic  dislocation,  the  Self-Help  staff 
worked  with  dozens  of  fledgling  businesses,  many  of  them  organized  by  laid-ofi" 
workers  in  an  effort  to  rebuild  their  own  economic  lives  from  scratch.  Self-Help's 
guiding  principle  was  that  wealth — the  ownership  of  assets — provides  the  firmest 
foundation  for  economic  security  and  community  development.  Owning  a  home  or 
business  helps  a  family  build  up  wealth.  The  accumulated  assets  can  serve  as  a 
cushion  during  rough  times,  or  a  springboard  for  investment  in  a  college  education 
or  a  business. 

In  the  early  eighties,  Self-Help  was  able  to  provide  many  hours  of  management 
assistance  to  small  enterprises.  But  time  and  time  again,  Self-Help  ran  across  the 
same  barrier  to  progress:  the  lack  of  access  to  capital.  The  same  obstacle  stands  in 
the  way  of  families  who  want  to  buy  a  home.  Sell-Help's  early  experience  suggested 
that  thousands  of  North  Carolinians,  perhaps  hundreds  of  thousands,  had  the  abil- 
ity and  willingness  to  repay  a  loan  for  their  business  or  home,  but  were  unable  to 
obtain  credit.  Since  access  to  capital  is  one  vital  component  of  wealth-building,  Self- 
Help  began  to  search  for  a  response. 

The  result  was  the  creation  in  1984  of  two  financial  affiliates:  Self-Help  Credit 
Union  and  Self-Help  Ventures  Fund.  Together  with  the  Center  for  Community  Self- 
Help,  these  institutions  formed  what  we  now  call  Self-Help  Development  Bank. 
With  over  $40  million  in  assets,  Self-Help  is  able  to  undertake  development  lending 
on  a  Statewide  basis.  We  target  our  loans  to  those  who  traditionally  lack  access  to 
credit:  women,  minorities,  rural  residents,  low-income  people,  employee-owned  com- 
panies, and  nonprofit  organizations. 
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In  1992,  Self-Help  made  over  $11  million  in  loans  across  the  State  of  North  Caro- 
lina. A  little  over  half  of  that  helped  133  families  become  homeowners,  families  that, 
for  the  most  part,  fell  outside  of  conventional  home  mortgage  guidelines.  Their 
downpayments  were  below  traditional  levels.  Their  debt-to-income  ratios  higher 
than  the  norm.  Their  credit  histories  were  less  than  perfect.  But  with  the  chance 
to  take  out  a  loan,  these  borrowers  are  now  homeowners.  Home  ownership  is  one 
of  the  best  ways  for  citizens  to  build  up  wealth,  the  foundation  for  economic  security 
and  opportunity. 

The  rest  of  our  loans  in  1992  went  to  138  small  enterprises,  both  for-profit  and 
nonprofit,  to  create  or  stabilize  over  400  jobs.  We  lent  money  to  caterers  and  house- 
cleaners,  to  a  seed  distributor,  to  a  minority-owned  bus  company.  We  lent  to  child 
care  centers  and  homes,  opening  up  68  new  day  care  slots  for  children.  In  some 
cases,  we  lent  several  hundred  dollars;  in  others,  several  hundred  thousand.  Not 
only  did  these  businesses  create  jobs,  but  they  also  fostered  local  ownership  and 
leadership  in  low-income  communities,  both  rural  and  urban. 

Self-Help  receives  its  funding  from  a  variety  of  sources.  Almost  all  of  the  Credit 
Union's  capital  comes  from  depositors  who  open  up  accounts  at  market  rates.  The 
Ventures  Fund's  capital  is  a  combination  of  long-term  loans  from  foundations,  gov- 
ernment and  other  institutions  and  capital  grants  from  banks,  other  corporations, 
foundations.  State  government  and  individuals.  Self-Help  as  a  whole  covers  many 
of  its  operating  expenses  through  interest  earned  on  loans  and  investments.  The  re- 
mainder is  raised  m  the  form  of  grants  by  the  nonprofit  Center  for  Community  Self- 
Help. 

Smce  our  founding,  Self-Help  has  made  over  $40  million  in  loans.  Despite  the  fact 
that  almost  all  of  these  loans  went  to  those  who  could  not  obtain  access  to  conven- 
tional credit,  our  delinquency  and  default  rates  have  stayed  below  industry  aver- 
ages. We  have  had  borrowers  default,  but  we  have  recovered  most  of  our  principal 
and  absorbed  all  losses.  We  have  never  been  unable  to  make  a  payment  on  loans 
we  have  received.  Let  me  take  a  moment  to  suggest  some  reasons  for  the  success 
of  the  Self-Help  model. 

First  is  our  mission:  a  commitment  to  provide  capital  and  related  assistance  to 
promote  economic  justice.  Finding  ways  to  address  stubborn  capital  gaps  takes  time, 
energy,  and  creativity.  The  search  for  solutions  is  often  unprofitable,  especially  in 
the  snort  run.  We  spend  more  time  developing  products,  marketing  them,  fine-tun- 
ing them,  and  making  them  work  for  borrowers  than  we  ever  womd  if  it  were  not 
for  our  core  mission. 

Second  is  our  structure:  an  insured  and  regulated  depository  combined  with  affili- 
ated nonprofit  corporations.  The  depository  enables  Self-Hem  to  convert  ordinary 
savings  into  credit  for  economic  development  in  disadvantaged  communities.  Backed 
by  Federal  insurance,  Self-Help  Credit  Union  has  been  able  to  grow  to  over  $30  mil- 
lion in  assets.  With  that  size,  the  Credit  Union  is  large  enough  to  hire  specialized 
staff,  achieve  economies  of  scale,  and  have  a  wide-ranging  impact  across  North 
Carolina.  The  products  and  systems  we  are  able  to  develop  as  a  result  are  often 
used  as  models  by  larger  institutions,  such  as  a  bank  consortium  in  Charlotte  or 
Fsinnie  Mae.  In  addition,  as  a  regulated  institution,  the  Credit  Union  is  held  to  a 
standard  of  financial  soundness  that  helps  insure  its  long-term  health  and  sustain- 
ability. 

A  word  about  credit  unions.  Credit  unions  are  insured  nationally  bv  the  National 
Credit  Union  Share  Insurance  Fund  (NCUSIF),  considered  a  model  oi  soundness  for 
the  industry.  The  National  Federation  of  Community  Development  Credit  Unions 
exists  to  promote  and  assist  the  400  credit  unions  around  the  country  dedicated  to 
community  development.  Credit  unions  offer  a  number  of  advantages  as  vehicles  for 
development  finance.  Credit  unions  can  be  started  with  far  lower  capital  require- 
ments than  commercial  banks.  And  as  member-owned  not-for-profit  institutions,  the 
credit  union  structure  affords  additional  assurances  of  long-term  adherence  to  a 
community  development  mission. 

The  nonprofit  amliates  are  equally  important.  They  keep  us  on  task,  devoted  to 
our  mission  of  promoting  economic  opportunity.  And  tney  perform  vital  services  that 
a  regulated  depository  will  not  provide.  By  attracting  subsidy  funds,  primarily  in 
the  lorm  of  capital  grants,  these  nonprofits  enable  Sell^Help  to  engage  in  higher  cost 
lending,  particularly  by  making  smaller  loans,  which  often  cost  more  and  earn  less 
in  interest  than  larger  loans.  Our  nonprofit  affiliates  also  allow  us  to  take  greater 
lending  risk  on  individual  loans  than  a  regulated  institution  standing  alone  would 
make.  In  addition,  our  nonprofits  provide  relevant  technical  assistance  to  borrowers 
and  other  community  organizations,  extending  our  reach  and  reducing  our  risk.  Fur- 
ther, the  nonprofits  enable  us  to  undertake  experimental  programs  to  determine 
what  actually  works  in  low-income  communities.  Finally,  the  nonprofit  affiliates  en- 
able Self-Help  to  promote  policies  and  programs  on  the  part  of  conventional  lenders. 
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policy-makers,  and  secondary  market  institutions  that  can  expand  economic  oppor- 
tunities far  beyond  what  Self-Help  alone  could  ever  achieve. 

A  third  factor  in  Self-Help's  track  record  is  our  Statewide  service  area.  Many  com- 
munity development  institutions  focus  on  a  single  neighborfiood  or  community.  As 
a  result,  they  are  able  to  devote  significant  resources  to  revitalizing  their  targeted 
area.  While  we  endorse  such  efforts,  Self-Help  has  taken  a  different  approach:  pro- 
viding loans  and  related  assistance  across  North  Carolina.  As  a  Statewide  develop- 
ment bank,  the  Center  for  Community  Self-Help  has  been  able  to  take  advantage 
of  economies  of  scale,  involve  a  wide  variety  of  partnering  organizations,  meet  the 
needs  of  rural  areas,  affect  State  policy,  and  develop  expertise  m  the  many  laws  and 
regulations  specific  to  a  State. 

Operating  Statewide  requires  some  institutional  innovation.  We  have  branch  of- 
fices in  three  regions,  in  addition  to  our  headquarters  in  Durham.  And  we  aggres- 
sively seek  out  partnerships  with  local  organizations  in  all  comers  of  the  State.  Our 
long-term  vision  is  of  a  Statewide  network  of  community  development  organizations 
working  together  to  forge  a  broad-based  delivery  system  for  credit  and  related  as- 
sistance. 

Our  mission,  structure,  and  scope  are  all  vital  components  of  Self-Help's  track 
record.  But  another  is  our  history.  Self-Help  has  been  around  long  enough  to  try 
dozens  of  promising  economic  development  strategies  in  North  Carolina.  Not  all  of 
them  have  worked.  By  discarding  those  that  fail  and  building  upon  those  that  suc- 
ceed, we  have  developed  a  strong  institution  with  the  tools  to  nave  an  impact  State- 
wide. 

I  would  like  to  conclude  with  a  few  recommendations  for  the  Subcommittee  as  you 
consider  legislation  to  promote  community  development  finance. 

First,  be  inclusive.  Self-Help  is  part  of  a  national  "industry"  of  Community  Devel- 
opment Financial  Institutions,  or  CDFI's.  This  industry  encompasses  a  wide  spec- 
trum of  entities,  including  community  development  barJcs,  community  development 
credit  unions,  community  development  loan  funds,  microloan  funds,  community  de- 
velopment corporations,  and  other  organizations.  Many  of  these  groups  have  come 
together  to  form  a  coalition  that  has  prepared  a  statement  of  principles,  which  I  am 
submitting  as  an  addendum  to  my  remarlcs  today. 

One  of  the  critical  strengths  of  this  network  is  its  diversity.  These  organizations 
work  in  hundreds  of  communities  across  the  country;  they  serve  people  of  all  races, 
women  and  men,  urban  and  rural  dwellers.  They  build  houses  ana  help  families  buy 
them.  They  rebuild  neighborhoods  and  help  businesses  expand.  No  pair  of  them  is 
exactly  the  same  because  no  two  communities  have  the  same  needs. 

Any  Federal  initiative  must  seek  to  build  upon  and  reinforce  this  diversity.  The 
Federal  Government  should  set  broad  guidelines  about  the  constituencies  CDFFs 
should  target  and  the  activities  they  might  undertake.  But  an  attempt  to  find  The 
Model"  which  should  be  replicated  in  every  comer  of  the  country  would  be  mis- 
guided. Instead,  the  initiative  should  allow  tne  institutions  to  tailor  the  implementa- 
tion of  broad  Federal  mandates  to  the  needs  of  their  unique  communities. 

Second,  build  the  system  through  incremental,  performance-based  support.  The  ex- 
isting Community  Development  Financial  Institutions  that  have  achieved  some  level 
of  scale  and  success  have  done  so  over  several  years,  even  decades.  A  Federal  initia- 
tive could  help  speed  that  process  up,  opening  up  access  to  capital  in  areas  not  now 
served  by  a  large  scale  CDFl.  But  the  process  of  steady,  incremental  growth  has 
the  advantage  oT  encouraging  experimentation  and  learning  without  risking  the  loss 
of  Federal  funds  through  mismanagement  or  fraud.  As  I  said  earlier,  one  of  the  in- 
gredients in  Self-Help's  development  to  date  has  been  our  opportunity  over  several 
years  to  experiment,  learn  from  failure,  and  build  upon  success. 

To  ensure  that  the  growth  of  this  sector  is  as  productive  as  possible.  Federal  sup- 
port should  be  provided  for  a  wide  range  of  institutions  on  a  competitive  basis. 
Those  that  meet  agreed  upon  performance  targets  should  be  eligible  to  apply  for 
larger-scale  support.  An  incremental,  performance-based  system  of  assistance  like 
this  provides  a  non-bureaucratic  way  to  identify  and  reward  strong  performers,  giv- 
ing tne  Federal  Government  the  most  for  its  money  and  minimizing  the  risk  of  loss. 

Third,  create  a  system  which  harnesses  the  strengths  of  both  conventional  and  al- 
ternative financial  institutions.  Some  have  argued  that  providing  Federal  resources 
for  alternative  financial  institutions  is  the  wrong  approach.  Instead,  this  argument 
runs,  the  Federal  Government  should  employ  "carrots  and  sticks"  to  encourage  con- 
ventional financial  institutions  to  extend  more  credit  to  the  disenfranchised.  An  op- 
posing line  of  argument  suggests  that  alternative  institutions  should  do  cUl  the 
work,  that  conventional  lenders  should  be  able  to  fulfill  all  of  their  community  rein- 
vestrnent  obligations  by  investing  in  alternative  structures. 

Neither  of  these  approaches  would  address  the  need  for  capital  faced  by  low-in- 
come and  disadvantaged  communities  in  the  United  States.  'This  need  is  too  large 
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to  be  met  by  Community  Development  Financial  Institutions  alone,  even  if  the  sec- 
tor were  to  grow  by  ten  or  twenty  times.  To  extend  credit  widely,  conventional  lend- 
ers absolutely  must  play  a  central  role  as  lenders,  not  just  as  depositors  in  develop- 
ment banks. 

At  the  same  time,  Community  Development  Financial  Institutions  occupy  a  series 
of  niches  that  conventional  lenders  are  unlikely  ever  to  fill.  Let  me  enumerate  a  few: 

•  CDFI's  leverage  conventional  financing.  Each  year,  the  participation  of  Commu- 
nity Development  Financial  Institutions  in  financing  packages  makes  possible  the 
provision  of  millions  and  millions  of  dollars  in  credit.  Conventional  institutions 
would  be  unable  to  make  some  of  their  most  important  community  development 
loans  without  CDFI's. 

•  CDFI's  prepare  borrowers  for  conventional  financing.  By  providing  access  to  credit, 
CDFI's  enable  borrowers  to  develop  solid  credit  histories,  expanding  the  market 
for  conventional  lenders. 

•  CDFI's  serve  as  a  laboratory  for  innovative  lending.  One  aspect  of  community  de- 
velopment lending  is  that  it  is  not  always  instantly  profitable.  The  markets  served 
by  CDFI's  sometimes  require  expensive  problem  solving  and  patience  that  profit- 
oriented  institutions  cannot  undertake.  Once  the  tools  are  developed,  however, 
they  can  be  adopted  by  conventional  institutions  on  a  much  larger  scale. 

•  CDFI's  serve  the  high-cost,  high-risk  markets  that  conventional  lenders  do  not 
reach. 

Both  conventional  and  alternative  institutions,  then,  have  a  vital  role  to  play  in 
making  capital  available  to  disenfranchised  communities  nationwide.  Federal  policy 
should  seeK  to  foster  the  active  involvement  of  both.  A  related  point  is  the  impor- 
tance of  including  the  major  government-sponsored  secondary  market  enterprises  in 
any  community  development  financial  system.  These  institutions  hold  the  key  to 
leveraging  vast  pools  oi  private  capital  for  community  development. 

At  the  Self-Help  Development  Bank,  we  are  hopeful  about  the  future  of  conmiu- 
nity  development  lending.  By  implementing  an  inclusive,  incremental,  and  perform- 
ance-based initiative  that  mobilizes  both  conventional  and  alternative  institutions, 
the  Federal  Government  can  play  a  key  role  in  that  future.  Thank  you  again  for 
the  opportunity  to  testify  today. 
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Introduction 

On  behalf  of  the  Center  for  Community  Self-Help,  I  would  like  to  thank  Chairman 
Wyden  and  the  Subcommittee  for  inviting  us  to  deliver  these  remarks.  We  are  pleased  to  see 
the  Subcommittee  approaching  the  issue  of  small  business  finance  within  the  broader  context  of 
community  development  fmancial  inscimtions. 

This  written  testimony  covers  three  general  areas.  First,  it  explains  the  Self-Help  model. 
Second,  it  discusses  how  Self-Help  approaches  small  business  lending,  and  offers  suggestions 
on  ways  to  improve  the  SB  A  programs  in  which  Self-Help  participates.  Third,  it  offers  r-ur 
perspectives  on  the  current  shortcomings  of  the  banking  sj-stem  and  on  federal  policy  issues 
surrounding  community  development  banking. 


T.  The  Self-Help  Model. 


I  would  like  to  share  with  you  the  story  of  a  small  clothing  manufacturer  in  eastern  Nonh 
Carolina,  owned  by  its  employees,  a  group  of  African-American  women.  Although  the  company 
was  profitable,  local  banks  refused  to  give  it  the  line  of  credit  it  needed  to  expand.  Self-Help 
staff  took  the  time  to  understand  the  company's  financial  position.  After  many  hours  of  hands- 
on  technical  assistance,  we  provided  a  575,000  workiing  capital  line.  The  line  allowed  them  to 
deal  directly  with  retailers,  by-passmg  middle  men  and  increasing  the  company's  profit  margins. 
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The  company  increased  its  sales  from  $400,000  to  SI  million  and  its  employees  from  50  people 
to  80  people  in  an  economically  distressed  part  of  North  Carolina. 

This  anecdote  gives  you  an  idea  of  why  Self-Help  exists.  We  believe  that  there  is  a  broad 
range  of  unmet  credit  needs  in  the  poor  communities  of  this  country.  And  we  believe  that 
meeting  those  credit  needs  is  crucial  to  economic  development. 

Philosophy.  Local  ownership  of  businesses,  homes,  and  community  facilities  is  vital  to 
economic  opportunity  and  justice.  The  ownership  of  assets  provides  real  financial  security  for 
families  and  communities.  It  serves  as  a  cushion  during  hard  times;  it  can  act  as  a  springboard 
for  future  opportunities,  such  as  starting  a  business,  improving  a  home,  or  sending  a  child  to 
college;  and  it  gives  families  a  stake  in  their  communities,  spawning  involvement  and 
stewardship. 

Poverty  means  not  just  lack  of  income  but  lack  of  wealth  and  assets.  We  believe  that  this 
lack  of  wealth  is  a  central  cause  of  the  daunting  array  of  problems  that  face  disadvantaged 
communities. 

Across  the  country,  rural  and  urban  areas  are  caught  in  a  vicious  cycle  of  decline.  With  no 
assets  available  to  invest  in  their  homes,  businesses,  neighborhoods,  and  educations,  poor 
families  lack  the  means  to  improve  their  circumstances.  As  a  result,  the  value  of  local  assets 
declines  further,  compounding  the  problems. 

Access  to  capital  can  reverse  the  cycle  by  providing  the  means  for  much-needed 
investment.  But  all  too  often,  the  communities  which  most  need  credit  are  unable  to  obtain  it. 
For  reasons  described  below,  conventional  financial  institutions  have  not  provided  the  credit  that 
disadvantaged  communities  need.  As  a  result,  a  growing  industry  of  community  development 
financial  institutions  (CDFI's)  is  emerging  in  this  country.  Today,  I  would  like  to  tell  you  a 
little  bit  about  the  experiences  of  Self-Help,  North  Carolina's  community  development  bank,  and 
the  implications  of  our  work  for  federal  community  development  and  small  business  policy. 

Background.  The  Center  for  Community  Self-Kelp,  a  501(c)3  nonprofit  organization, 
was  founded  in  1980  to  provide  economic  opportunities  for  the  most  disadvantaged  North 
Carolinians.  In  the  wake  of  plant  closings  and  economic  dislocation,  the  Seif-Help  staff  worked 
with  dozens  of  fledgling  businesses,  many  of  them  organizetfTjy  laid-off  workers  in  an  effort  to 
rebuild  their  own  economic  iives  from  scratch. 

In  the  early  eighties,  Self-Help  was  able  to  provide  many  hours  of  management  assistance 
to  small  enterprises.  But  time  and  time  again,  Seif-Help  ran  across  the  same  barrier  to  progress: 
the  lack  of  access  to  capital.  Self-Help's  early  expenence  suggested  that  thousands  of  North 
Carolinians,  perhaps  hundreds  of  thousands,  had  the  ability  and  willingness  to  repay  a  loan  for 
their  business,  but  were  unable  to  obtain  credit.  The  same  obstacle  stands  in  the  way  of  families 
who  want  to  buy  a  home.  Since  access  to  capital  is  one  vital  component  of  wealth-building, 
Seif-Help  began  to  search  for  a  solution. 
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The  result  was  the  creation  in  1984  of  two  financial  affiliates:  Self-Help  Credit  Union 
and  Self-Heip  Ventures  Fund.  (See  Appendix  A,  our  organizational  chan.)  The  Credit  Union 
is  federally  regulated"  and  insured;  the  Ventures  Fund  is  a  nonprofit,  unregulated  loan  fund. 
Together  with  the  Center  for  Community  Self-Help,  these  institutions  form  what  we  now  call 
"Self-Help  Development  Bank." 

This  structure  gives  us  what  we  see  as  the  two  essential  features  of  a  development  bank: 
one,  its  primary  mission  is  to  invest  in  excluded  and  disenfranchised  peoples;  and  two,  its 
structure  combines  an  insured  depository  institution  with  one  or  more  nonprofit  affiliates. 

With  over  $40  million  in  assets,  Self-Help  is  able  to  undertake  development  lending  on 
a  statewide  basis.  We  target  our  loans  to  those  who  traditionally  lack  access  to  credit:  women, 
minorities,  rural  residents,  low-income  people,  and  nonprofit  organizations. 

-  Self-Heip  receives  its  funding  from  a  variety  of  sources.  Almost  all  of  the.  Credit 
Union's  capital  comes  from  private  individuals  and  organizations  who  deposit  their  funds  in 
market-rate  accounts.  The  Ventures  Fund's  capital  is  a  combination  of  long-term  loans  from 
foundations,  government  and  other  insututions  and  capital  grants  from  banks,  other  corporations, 
foundations,  and  individuals.  Self-Help  as  a  whole  receives  a  majority  of  its  operating  expenses 
through  interest  earned  on  loans  and  investments.  The  remainder  is  raised  in  the  form  of  grants 
by  the  nonprofit  Center  for  Community  Self-Help. 

In  1992,  Self-Help  made  over  Sll  million  in  loans  across  the  state  of  North  Carolina. 
A  little  over  half  of  that  helped  133  families  become  home-owners  -  families  diat  fell  outside 
of  conventional  home  mongage  guidelines.  The  rest  of  our  loans  in  1992,  almost  S5 

million,  went  to  138  small  enterprises,  both  for-profit  and  nonprofit,  to  create  or  stabilize  over 
400  jobs.  We  lent  money  to  caterers  and  house-cleaners,  to  a  seed  distributor,  to  a  minority- 
owned  bus  company.  We  lent  to  child  care  facilities,  opening  up  68  new  day  care  slots  for 
children.  In  some  cases,  we  lent  several  hundred  dollars;  in  others,  several  hundred  thousand. 
Not  only  did  these  businesses  create  jobs;  they  also  fostered  local  ownership  and  leadership  in 
low-income  communities,  both  rural  and  urban. 

•  Since  our  founding,  Seif-Help  has  made  over  $40  million  in  community  development 
loans.  .Althoug.T  these  loans  went  to  those  who'  could  not  obtain  access  to  conventional  credit, 
our  default  rate  has  stayed  below  industry  averages:  Losses  total  about  one-half  of  1%  of  our 
average  outstanding  balance  annually.  We  have  had  borrowers  default,  but  we  have  recovered 
most  of  our  principal  ana  absoroed  all  losses.  We  have  never  been  unable  to  make  a  payment 
on  loans  we  have  received. 

A  successful  model.  Self-Heip  has  succeeded  for  three  main  reasons.  First  is  our 
mission:  a  commitment  to  provide  capiial  and  related  assistance  to  promote  economic  justice. 
Finding  ways  to  address  stubborn  capital  gaps  takes  time,  energy,  and  creativity.  Our  focus  on 
development  banking  mecr.s  we  spend  .-nore  dme  developing  products,  marketing  them,  fme- 
tuning  'Jiem,  and  making  them  work  for  disadvantaged  borrowers. 
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Second  is  our  structure:  an  insured  and  regulated  depository  institution  combined  with 
affiliated  nonprofit  corporations.  In  the  Credit  Union,  private  depositors  who  want  to  invest  in 
economic  development  in  disadvantaged  communities  can  do  so  without  risk,  thanks  to  federal 
deposit  insurance  and  federal  oversight  that  helps  ensure  our  long-term  health.  Credit  unions  are 
insured  nationally  by  the  National  Credit  Union  Share  Insurance  Fund  (NCUSIF),  considered 
a  model  of  soundness  for  the  industry.  Credit  unions  offer  a  number  of  advantages  as  vehicles 
for  development  finance.  Credit  unions  can  be  started  with  far  lower  capital  requirements  than 
commercial  banks.  And  as  member-owned  not-for-profit  institutions,  the  credit  union  structure 
affords  additional  assurances  of  long-term  adherence  to  a  community  development  mission. 

Just  as  important  as  the  credit  union  are  the  nonprofit  affiliates.  They  keep  us  on  task, 
devoted  to  our  mission  of  promoting  economic  opportunity.  And  they  perform  vital  services  that 
a  regulated  depository  cannot  provide.  By  attracting  subsidy  ftinds,  primarily  in  the  foriu  of 
capital  grants  and  low-interest  loans,  these  nonprofits  enable  Self-Help  to  engage  in  higher  cost 
lending,  take  more  risks  and  provide"  more  technical  assistance.  Moreover,  the  nonprofit 
affiliates  enable  us  to  undertake  experimental  programs.  Lastly  they  allow  Self-Help  to  promote 
successful  programs  and  policies  to  conventional  lenders,  policy-makers,  and  secondary  market 
institutions  to  expand  economic  opportunities  far  beyond  what  Self-Help  alone  could  ever 
achieve. 

A  third  contributor  to  Self-Help's  track  record  is  our  statewide  approach.  Many 
community  development  institutions  focus  on  a  single  neighborhood  or  community;  as  a  result, 
they  are  able  to  devote  significant  resources  to  revitalizing  their  targeted  area.  While  we  support 
such  efforts,  Self-Help  has  taken  a  different  approach:  providing  loans  and  related  assistance 
across  North  Carolina.  As  a  statewide  development  bank,  Self-Help  has  been  able  to  take 
advantage  of  economies  of  scale,  involve  a  wide  variety  of  partnering  organizations,  meet  the 
needs  of  rural  areas,  affect  state  policy,  and  develop  expertise  in  the  many  laws  and  regulations 
specific  to  a  state. 

Operating  statewide  requires  some  institutional  innovation.  We  have  branch  offices  in 
three  regions,  in  addition  to  our  headquarters  in  Durham.  And  we  aggressively  seek  out 
pannerships  with  local  organizations  in  all  comers  of  the  state.  Our  long-term  vision  is  of  a 
statewide  network  of  community  development  organizations  working  together  to  forge  a  broad- 
based  delivery  system  for  development  finance  and  related  assistance. 


II.  Self-Help.  commercial  lending,  and  the  SBA. 

Self-Help's  approach  to  commercial  lending. 

Since  we  started  lending  in  1985,  roughly  half  of  our  $40  million  in  loans  has  been  to 
commercial  borrowers,  ranging  from  self-employed  landscapers  to  employee-owned  apparel 
manufacturers  to  community  enterprises  such  as  day  care  centers  and  recycling  businesses. 
Appendix  B  gives  some  more  examples  of  the  small  businesses,  microenterprises  and  self- 
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employed  Lndividuads  that  we  have  helped. 

Self-Help  targets  vinuaily  all  of  its  financing  and  related  technical  assistance  to 
entrepreneurs  traditionally  ignored  or  underserved  by  the  conventional  banking  system.  Of  our 
1992  business  loans,  nearly  two-thirds  went  co  rural  businesses,  almost  40%  assisted  women- 
owned  businesses,  and  about  half  financed  firms  owned  by  ethnic  minorities.  An  analysis  of 
loans  made  over  a  recent  two-year  penod  revealed  that  the  average  household  income  of  our 
commercial  borrowers  was  75  %  of  the  state  median  income.  Our  commercial  loans  range  from 
S500  to  S700.000;    the  average  in  1992  was  S35.000. 

As  our  lending  programs  developed,  we  saw  tremendous  demand  for  loans  from  our 
targeted  constituencies.  Many  of  those  who  approached  us  were  starting  self-employment 
ventures  or  "microbusinesses."  Many  others  —  to  our  surprise  —  "Merr  emtiitg'  firms.  Some  of 
them  had  been  in  business  for  many  years,  yet  were  unable. to  obtain  loans  to  grow  or  stabilize 
their  operations.  The  situation  was  exacerbated  even  further  with  the  onset  of  the  "credii 
crunch"  teginning  around  1990,  when  banks  all  across  the  U.S.  tightened  up  on  underwriting 
and  lending  volume. 

The  small  business  loans  in  Self-Help's  portfolio  would  be  considered  poor  or  marginal 
credit  risks  by  the  underwriting  standards  of  conventional  banks.  Yet  we  continue  to  operate 
on  a  profitable  basis  and  maintain  acceptable  loan  loss  and  delinquency  figures.  As  a  community 
development  bank,  we  have  had  to  adapt  our  marketing  techniques,  lending  policies,  loan 
origination  and  servicing  procedures,  and  overall  portfolio  management  techmques  to  handle  a 
degree  of  risk  that  conventional  lenders  avoid. 

What  are  we  doing  that  other  banks  aren't?  Nine  basic  principles  and  practices  guide  our 
small  business  lending  programs: 

We  target  specific  development  constituencies  and  products.  By  design,  virtually  all 
of  our  commercial  borrowers  are  rural,  minority-owned,  women-owned,  or  community 
enterprises;  the  rest  are  self-employed  individuals  and  small  firms  requiring  very  small  loans. 
As  a  result,  we  invest  our  resources  in  building  up  the  needed  s'^ff,  skills,  and  expertise  to  serve 
these  constituencies. 

We  focus  our  marketing  on  our  target  constituencies.  Our  strategies  include  having 
our  loan  officers  make  presentations  to  organizations  serving  minority  and  women  entrepreneurs 
and  cultivating  a  broad  and  eclectic  network  of  referral  sources.  This  network  includes: 
professional  advisors  such  as  accountants,  business  consultants,  and  attorneys  across  the  state 
that  ser^e  small  businesses:  community  development  organizations;  local  loan  funds;  day  care 
trade  associations,  and  the  like.  And  a  growing  number  of  bankers  across  North  Carolina  refer 
customers  to  us  that  they  are  unable  to  ser\-e. 

Our  underwriting  is  fle.xible.  \V"niie  we  use  the  same  underwriting  criteria  that 

traditional   lenders  do  -  cash   now,   equity,   collateral,   credit  history,   the  character  and 
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management  experience  of  the  owner  --  we  apply  them  flexibly  to  permit  strength  in  one  area 
to  offset  weakness  in  another.  For  example,  a  small  business  may  not  have  enough  collateral 
to  fully  secure  a  loan,  but  another  factor,  such  as  unusually  strong  profits,  a  partial  guarantee, 
or  a  large  and  financially  attractive  contract,  may  compensate  for  this  weakness. 

We  also  experiment  with  underwriting  innovations,  such  as  "peer  group  lending" 
programs  for  very  small  loans  (in  the  $300-5,000  range).  The  peer  group  mechanism,  whereby 
member  businesses  can  only  retain  their  access  to  credit  if  all  others  in  their  group  are  making 
on-time  payments,  essentially  substitutes  peer  screening,  pressure,  and  support  for  collateral  and 
a  documented  business  track  record. 

Appendix  E  provides  more  detail  on  our  approach  to  underwriting. 

We  make  borrowing  a  face-to-face  process.  With  less  reliance  on  standard  credit 
formulas,  our  lending  tends  to  be  more  character-based.  We  get  out  of  the  office  to  visit 
customers  at  their  businesses  -  even  if  it  means  many  hours  of  travel.  And  we  rely  on  our 
network  of  referral  sources  and  have  undertaken  joint  lending  programs  with  local  development 
organizations  to  act  as  our  eyes  and  ears. 

We  develop  sectoral  knowledge.  Our  loan  officers  have  developed  a  close  familiarity 
with  key  sectors.  Self-Help  now  has  considerable  expertise  in  financing  day  care  enterprises, 
certain  specialty  retail  sectors,  crafts,  and  the  natural  foods  industry.  This  expertise  allows  us 
to  mitigate  risk,  conduct  targeted  marketing  and  outreach  efforts,  and  develop  particular  loan 
products  such  as  day  care  facilities  loans. 

We  provide  management  and  technical  assistance.  In  our  experience,  financing  is 
rarely  the  only  ingredient  that  a  struggling  business  lacks  to  become  successful.  But  the  need 
for  capital  is  a  powerful  incentive  for  entrepreneurs  to  tackle  the  technical,  marketing,  and 
management  problems  that  more  typically  hinder  their  success.  Through  our  nonprofit  structure, 
we  can  raise  resources  to  provide  technical  assistance  to  many  of  our  customers.  We  often  serve 
as  a  broker  between  our  customers  and  outside  sources  of  technical  assistance,  such  as  the 
individual  in-depth  consulting  and  training  available  through  small  business  development  centers. 

We  seek  to  improve  access  to  credit,  not  subsidize  its  cost.  By  charging  market  rates 
for  loans,  we  keep  ourselves  financially  self-sufficient  without  imposing  undue  burdens  on 
borrowers.  Market  rates  also  help  the  program  achieve  its  targeting  objectives;  individuals  and 
businesses  that  can  obtain  credit  elsewhere  rarely  come  to  Self-Help,  permitting  us  to  focus  our 
energies  en  the  entrepreneurs  who  really  need  our  services.  Frrrthermore,  "paying  market  rates 
of  interest  enhances  entrepreneurs'  credibility  with  conventional  lenders  and  eases  their  transition 
to  bank  financing  as  their  capital  needs  grow.  Finally,  we  believe  a  market  rate  creates  a 
business-like  atmosphere  for  panicipants  that  underscores  the  seriousness  of  the  financial  ■ 
commitment  the  borrower  is  undertaking. 

We  streamline  loan  origination  and  servicing.  Small  business  lending  carries  relatively 
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high  transactions  costs,  so  we  seek  to  keep  overhead  expenses  low  and  streamline  our  lending 
processes  as  much  as  possible.  This  means  standardized  loan  products,  low-cost  outreach 
techniques,  and  —  in  the  case  of  our  experimental  peer  lending  programs  —  delegating  many  of 
the  traditional  loan  servicing  tasks,  such  as  collecting  payments  and  following  up  with  delinquent 
members,  to  the  borrower  group.  Nonetheless,  to  keep  our  loan  losses  down,  we  stay  in  frequent 
contact  with  borrowers,  and  when  loans  fail  we  are  willing  to  pursue  all  cost-effective  avenues 
of  collection  quickly  and  aggressively. 

We  aggressively  seek  out  credit  enhancement  programs.  Whenever  possible,  Self-Help 
makes  use  of  public  sector  guarantees  and  other  credit  enhancement  programs  to  manage  the 
higher  nsks  and/or  costs  of  this  targeted  lending.  Examples  include  programs  sponsored  by  the 
Farmers  Home  Administration  and  the  US  Departments  of  Housing  and  Urban  Development  and 
of  Health  and  Human  Ser/ices,  and,  as  discussed  below,  the  Small  Business  Administration's 
7(A)  guarantee  and  Microloan  Demonstration  programs.  Not  only  do  these  programs  permit  us 
to  extend  credit  more  widely  to  underserved  small  businesses;  in  some  cases  they  also  pxovide 
an  opponunity  to  demonstrate  viable  commercial  lending  products  and  services  to  conventional 
lenders  and  secondary  markets. 


Self-Help  and  the  SBa. 

Last  July,  Self-Help  was  one  of  35  organizations  initially  selected  nationwide  to  carry  out 
SBA's  Microloan  Demonstration  for  loans  of  less  than  525,000.  Within  a  week  of  the 
announcement  of  the  award,  we  received  hundreds  of  calls  from  interested  existing  or 
prospective  entrepreneurs!  To  date,  we  have  committed  all  of  the  5500,000  we  received  and  are 
preparing  an  application  for  additional  funds.  Self-Help  has  been  one  of  the  most  active  users 
of  this  pilot  program  ~  with  over  60  loans  in  its  SBA  micro-loan  portfolio,  Self-Heip  has 
originated  almost  one-sixth  of  the  loans  made  nationwide.  And  requests  for  these  small  loans 
conunue  to  pour  in.  Clearly  the  demand  for  this  type  of  capital  in  North  Carolina  is  enormous. 

We  have  also  panicipatea  in  the  7(A)  guarantee  program  for  the  last  two  years,  extending 
over  53.2  million  in  guaranteed  loans.  In  addition,  we  are  preparing  an  application  to  become 
Nonh  Carolina's  statewiae  Cer.ified  Development  Company,  at  the  request  of  the  SBA  Distnc: 
Office.  We  would  like  to  take  this  opponunity  to  offer  seveoi  observations  on  the  strengths  and 
weaknesses  of  the  Microloan  and  7(A)  programs. 

Microloan  Program.  The  program  has  a  number  of  strengths,  perhaps  the  most 
important  of  which  is  that  0'.;:reach,  screening,  underu'riung  decisions,  and  loan  servicing  are 
decentralized  and  rest  with  intermediaries  such  as  Self-Help.  The  ability  to  make  loans  without 
SBA  approval  greatly  reduces  the  transactions  costs  to  both  borrower  and  lender. 

A  second  strength  is  the  recognition  that  extending  credit  to  very  small  businesses  and 
self-empioyed  individuals  costs  per  deal  as  much  as  or  more  than  making  larger  loans.  This 
demonstration  permits  the  mtermedian.'  to  earn  a  spread  that  is  higher  than  that  of  typical 
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commercial  loans,  and  that  is  even  larger  if  the  intermediary  makes  very  small  loans  (averaging 
under  $7500).  The  program  also  recognizes  that  some  borrowers  need  technical  assistance  as 
well  as  loans,  and  partially  covers  the  costs  of  such  assistance.  In  addition,  the  program 
specifically  targets  rural  areas  underserved  by  traditional  lenders,  as  well  as  minority-  and 
women-owned  businesses. 

In  the  spirit  of  trying  to  build  upon  these  strengths  and  resolve  several  thorny  problems 
with  the  program,  we  offer  the  following  suggestions: 

1.  Make  the  allocation  of  grant  funds  more  flexible  and  more  performance-based.  Based 
on  our  experience  with  the  program,  we  see  two  major  issues  with  the  grant  funding.  First, 
limiting  its  use  to  "marketing,  management,  and  technical  assistance"  provided  to  borrowers 
does  not  take  into  account  the  broad  range  of  activities  that  compose  a  comprehensive  microioan 
program.  In  addition  to  assisting  borrowers,  we  have  found  that  effective  microlending 
involves: 

•  outreach  to  identify  prospective  borrowers; 

•  specialized  loan  packaging,  screening,  and  documentation; 

•  intensive  loan  servicing  and  monitoring; 

•  contracting  with  outside  organizations  for  specialized  assistance; 

•  reserving  against  higher-than-usual  loan  losses. 

Second,  the  current  structure  of  the  grant  funds  does  not  provide  any  incentives  for 
intermediaries  to  provide  services  efficiently.  Grant  funds  are  awarded  solely  on  the  basis  of 
hours  spent  and  other  expenses  incurred.  At  the  end  of  the  grant  year,  any  unspent  funds  will 
simply  revert  to  the  SBA.  Consequendy,  intermediaries  have  no  incentive  to  economize,  but 
rather  are  encouraged  to  spend  more  time  per  loan. 

We  recommend  two  ways  the  program  could  address  these  issues  by  introducing  flexibility  and 
performance-based  incentives: 

(a)  Fixed  price  contracts  with  intermediaries.  Instead  of  receiving  grants  based  on 
technical  assistance  hours  spent,  intermediaries  would  be  compensated  based  on  outcomes 
produced.  Like  the  current  system,  the  amount  of^e  contract  would  be  tied  to  the  total 
amount  of  loans  disbursed  by  the  intermediary,  but  the  intermediary  could  allocate  funds 
to  any  of  the  range  of  eligible  expenses  noted  above.  The  SBA  could  encourage  smaller 
loans  by  allowing  intermediaries  with  a  low  average  loan  size  to  receive  contracts  equal 
to  more  than  25  %  of  loans.  To  help  intermediaries  in  the  start-up  phase  of  the  jjrogram, 
some  amount  of  funds  could  be  advanced  up-front. 

(b)  Conversion  of  unspent  "rant  funds  to  capital.  If  an  intermediary  met  performance . 
targets  for  a  year  without  spending  all  of  its  grant  funds,  it  would  receive  the  unspent 
funds  as  a  capital  grant.  The  intermediary  would  be  obligated  to  use  the  funds  to 
continue  and  expand  its  microioan  program.     This  system  would  help  successful 
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microloan  programs  establish  permanent  loan  pools. 

Implementation  of  these  changes  would  also  introduce  an  appropriate  element  of  risk-sharing 
between  the  SB  A  and  the  intermediaries  in  this  program,  which  is  after  all  intended  to  extend 
credit  and  business-ownership  opportunities  to  particularly  high-risk  enterprises  and  prospective 
entrepreneurs. 

2.  Change  the  SBA's  loan  terms  to  ensure  the  creation  of  permanent  loan  pools.  For 
intermediaries  that  meet  performance  targets,  the  SB  A  should  convert  its  loans  to  interest-only 
loans  with  terms  of  30  years.  As  the  program  is  now  constructed,  intermediaries  will  begin 
paying  principal  and  interest  in  the  second  year  of  the  program,  with  the  full  amount  of  the  loan 
repaid  over  the  next  rone  years.  As  a  result,  little,  if  any,  lending  will  occur  afterthe  first  year. 
Vimially  all  repaid  principal  will  need  to  be  earmarked  for  repayment  to  the  SBA.  As  a  result, 
the  demonstration  will  not  create  "revolving. funds,"  but  one-shot  loan  programs.  Changing  the 
terms  would  ensure  that  successful  intermediaries  could  revolve  SBA  funds  many  rimf;  over, 
"magnifying  the  demonstration's  impact.  Intermediaries  that  failed  to  disburse  ftinds  or  meet 
other  program  requirements  would  be  required  to  repay  the  SBA  on  an  accelerated  schedule. 


7(A)  Program.  We  also  offer  several  suggestions  on  how  to  strengthen  the  effectiveness 
of  the  SBA  7(A)  program. 

1.  Streamline  loan  approval,  disbursement,  procedures,  and  documentation  to  reduce 
borrower  and  lender  transactions  costs.  From  our  experience,  use  of  a  7(A)  guarantee  typically 
adds  6-8  weeks  to  the  time  from  loan  application  to  disbursement.  We  have  found  the  delays 
in  approval  and/or  disbursement  to  be  more  problematic  than  the  paperwork  itself. 

2.  Create  more  effective  incendves  for  lenders  to  make  smaller  guaranteed  loans.  Many 
of  our  customers  need  loans  of  350,000  and  under,  but  the  transactions  costs  associated  with 
obtaining  a  federal  guarantee  are  simply  too  high  to  justifv'  small'  loans.  Perhaps  all  high- 
penorming  7(A)  lenders  should  automatically  be  able  to  make  SBA  loans  of  550,000  and  under 
without  prior  SBA  approval,  so  long  as  their  loans  continue  to  meet  pre-determined  performance 
criteria. 

3.  Encourage  the  creation  of  statewide  providers  and  packagers  of  guaranteed  loans  to 
serve  underserved  areas.  Many  rural  areas  in  parucular  are  served  neither  by  an  active  SBA 
Certified  Development  Company  nor  by  banks  who  make  regular  use  of  7(A)  guarantees. 
Several  states,  for  example,  have  established  statewide  CDC's  to  fill  market  gaps. 

4.  Change  the  Commur.iiv  Reinvestment  .^ct  enforcement  process  to  focus  on  banks' 
actual  use  of  programs  like  "("Ai  —  and  less  on  documentation  and  process. 

5.  Open  up  federal  credit  enhancement  programs  to  qualified  non-bank  lenders.  In  many 
areas,  the  banks  are  either  unwilling  or  have  inadequate  loan  officer  caoacirv  to  make  effective 
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use  of  these  programs.  The  SBA  permits  non-bank  lenders  in  its  guarantee  programs,  but  has 
made  a  practice  in  recent  years  of  discouraging  applications  from  nonprofit  community 
development  lenders^ 


ITT-  Federal  opportunities  in  Community  Development  Lending 

So  far,  I  have  focused  on  Self-Help's  role  in  the  current  private  and  government  finance 
systems.  We  believe  that  Self-Help  and  other  community  development  fmancial  institutior:  have 
proven  that  they  are  critical  to  meeting  the  credit  needs  -  including  the  small  business  needs  - 
of  distressed  urban  and  rural  places  across  the  country.  They  provide  a  vital  complement  to  the 
conventional  banking  system,  stretch  its  ability  to  provide  development  finarc»,  and  meet  needs 
that  conventional  banking  will  never  be  able  to  serve  adequately. 


The  current  banking  system:  problems  and  solutions 

The  inability  of  traditional  lenders  to  fill  the  huge  market  gap  for  small  loans  may  be  one 
of  the  most  powerful  justifications  for  "alternative  financial  institutions"  such  as  Self-Help  and 
the  many  creative  micro-loan  programs,  community  development  credit  unions,  community  loan 
funds,  and  other  organizations  that  have  sprung  up  in  recent  years.  We  believe  that  these 
lending  efforts  pay  off  in  new  jobs,  greater  income  security,  much-needed  goods  and  services, 
and  economic  .vitality  in  distressed  communities. 

Why  conventional  banks  fail  to  meet  lending  needs.  Self-Help,  Shorebank,  and  the  host 
of  other  CDFI's  exist  because  conventional  lenders  do  not  meet  the  range  of  credit  needs  we  see 
in  disadvantaged  communities.   The  reasons  for  this  failure  are  many  and  varied. 

A  lot  of  attention  has  been  focused  on  the  recent  "credit  crunch,"  and  we  can  testify  from 
direct  experience  that  small  businesses  have  indeed  faced  a  particularly  restricted  credit  market 
in  the  past  two  to  three  years.  We  have  witnessed  a  parade  of  customers  who,  despite  long-term 
successful  borrowing  relationships  with  banks,  have  lost  lines  of  credit  or  had  loans  called. 

We  believe,  however,  that  the  difficulties  obtaining  credit  are  not  simply  a  cyclical 
economic  phenomenon.  Self-Help  saw  vast  demand  for  itslervices  in  the  mid-1980s,  a  time  of 
relative  economic  prosperity.  Major  changes  in  the  banking  industry,  such  as  regulatory 
responses  to  the  S&L  crisis  and  the  consolidation  of  institutions  into  regional  "mega-banks," 
have  tightened  credit  in  poor  communities,  especially  the  rural  areas  that  have  lost  access  to 
locally  based  institutions.  These  broad  changes  in  the  structure  of  financial  markets  are  likely 
to  persist  or  accelerate,  even  in  an  economic  upturn. 

Moreover,  the  ability  and  willingness  of  conventional  institutions  to  invest  in 
disadvantaged  communities  runs  deeper  than  economic  cycles  or  the  structure  of  the  financial 
"industry.    For  a  number  of  reasons,  conventional  institutions  are  likely  to  continue  to  fall  short 
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in  the  community  investment  arena.  Many  of  the  projects  taken  on  by  CDFI's  indeed  entail 
higher  risks  than  many  conventional  lenders  are  willing  to  assume.  Often,  though,  inexperience 
with  markets  in  disadvantaged  communities  leads  banks  to  overestimate  the  risks  they  face. 
CDFI's  have  been  lending  to  "unbankable"  customers  for  years  with  loss  rates  well  within 
conventional  norms.  And  as  the  Federal  Reserve  Bank  and  others  have  documented,  patterns 
of  discrimination  against  minority  borrowers  lead  many  banks  to  under-serve  what  could  be 
profitable  and  safe  markets. 

Part  of  the  problem  here  is  the  fact  that  conventional  institutions  lack  a  community 

development  mission.    Our  experience  has  taught  us  that  successful  community  development 

lending  requires  an  ongoing  and  intensive  commitment  to  searching  for  and  fine-tuning 

•  appropnate  lending  instruments.    Without  a  fimdamentai  mission  of  commumty  development, 

conventional  insritutions  will  consistently  miss  opportunities. 

In  other  cases,  risk  and  discrimination  are  not  the  issue.  Often,  banks  don't  lend  because 
of  the  high  transaction  costs  associated  with  community  development  lending.  Technical 
assistance  to  borrowers,  unconventional  loan  structuring,  and  marketing  in  unfamiliar  territory 
raise  costs  and  squeeze  profits,  discouraging  banks  from  many  community  development  projects. 
Lending  in  rural  areas  increases  travel  costs.  In  addition,  community  development  loans  are 
often  very  small.  While  small  loans  typically  entail  most  of  the  transaction  costs  of  large  loans, 
they  generate  insufficient  revenue  to  support  the  level  of  profit  required  by  many  conventional 
institutions. 

Solving  the  problem:  a  dual  approach.  Fair  housing  laws  and  the  Community 
Reinvestment  Act  have  had  some  impact  on  these  barriers.  They  have  provided  local  community 
organizations  with  the  tools  to  hold  banks  accountable  for  their  community  lending  records.  All 
too  often,  however,  these  laws  have  generated  more  public  relations  and  paperwork  than  they 
have  real  lending.  Though  there  have  been  some  notable  CRA  success  stories,  by  and  large 
conventional  institutions  are  still  failing  to  meet  the  credit  needs  of  disadvantaged  communities. 

We  suppon  a  strengthening  of  fair  lending  laws  and  CRA,  in  particular  by  focusing 
enforcement  less  on  paperwork  and  more  on  actual  results.  We  also  favor  recently  enacted 
regulations  requiring  lenders  to  disclose  data  about  their  small  business  lending.  This  change 
should  make  CRA  a  more  powerful  tool.  "■ 

At  the  same  time,  we  believe  that  the  federal  government  must  suppon  the  CDFI 
industr%'.  Both  conventional  and  alternative  insiirurions  have  a  vi:2l  role  to  pl^av  in  communuy 
investment.  This  dual  approach  has  two  vinues.  First,  the  existence  of  CDFI's  enhances  the 
ability  of  conventional  lenders  to  engage  in  viable  community  lending.    For  example: 

CDFI's  leverage  conventional  f.nar.cing.  Each  year,  the  participation  of  community 
development  tmanc:al  institutions  in  financing  pac.^ges  makes  possible  the  provision  of 
millions  and  millions  of  dollars  in  credit.  Conventional  insututions  would  be  unable  to 
make  some  of  their  most  important  community  development  loans  without  CDFI's. 
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CDFI's  prepare  borrowers  for  conveniiona]  rinancing.  By  providing  access  to  credit, 
CDFI's  enable  borrowers  to  develop  solid  credit  histories,  expanding  the  market  for 
conventional  lenders. 

CDFI's  serve  as  a  laboratory  for  innovative  lending.  One  aspect  of  community 
development  lending  is  that  it  is  not  always  instantly  profitable.  The  markets  served  by 
CDFI's  sometimes  require  expensive  problem  solving  and  patience  that  profit-oriented 
institutions  cannot  undertake.  Once  the  tools  are  developed,  however,  they  can  be 
adopted  by  conventional  institutions  on  a  much  larger  scale. 

In  aU  of  these  ways,  the  involvement  of  both  conventional  and  alternative  institutions  in 
.community  development  will  achieve  far  soars  rhan  liie  cstciusive .involvement  of  only  one  of 
them. 

In  addition  to  facilitating  the  involvement  of  conventional  lenders,  CDFI's  also  perform 
a  second  vital  function:  serving  the  higher-risk  and  higher-cost  segments  of  the  market  that 
conventional  institutions  will  never  reach.  Even  with  a  very  effective  CRA,  there  are  some  parts 
of  the  market  that  no  profit-oriented  institution  will  serve  adequately.  We  believe,  however,  that 
there  is  a  part  of  this  unserved  market  that  CDFI's,  with  their  focused  missions  and  (often) 
nonprofit  affiliates,  can  reach  while  maintaining  standards  of  safety  and  soundness.  Without  a 
strong  national  system  of  CDFI's,  these  credit  gaps  will  remain  unfilled. 


Federal  policy  to  build  the  capacity  of  CDFI's 

We  believe  a  federal  initiative  to  expand  community  development  lending  nationwide  is 
feasible  if  policy  makers  make  a  decision  to  invest  in  the  diverse  existing  base  of  community- 
based  institutions  and  talented  individuals  committed  to  expanding  economic  opportunity  for 
disenfranchised  people  and  places.  To  achieve  the  best  results,  the  federal  government  should 
follow  a  number  of  central  principles: 

1.  Build  a  system  which  harnesses  the  strengths  of  both  conventional  and  alternative 
financial  institutions.  Policy-makers  should  not  view  CDFI's  as  a  replacement  for  community 
development  lending  by  conventional  institutions.  As  naled  above,  we  believe  a  successful 
community  development  lending  system  must  include  both  conventional  lenders  and  CDFI's. 
As  the  federal  government  builds  the  capacity  of  CDFI's,  it  should  simultaneously  enhance  the 
enforcement  of  the  Community  Reinvestment  Act  and  related  statutes. 

2.  Be  inclusive.  Self-Help  is  pan  of  a  national  "industry"  of  community  development 
financial  institutions,  or  CDFI's.  This  industry  encompasses  a  wide  spectrum  of  entities, 
including  community  development  banks,  community  development  credit  unions,  community 
development  loan  funds,  microioan  funds,  community  development  corporations,  and  other 
organizations. 
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One  of  the  critical  strengths  of  this  network  is  its  diversity.  These  organizations  work 
in  hundreds  of  communities  across  the  country;  they  serve  people  of  all  races,  women  and  men, 
urban  and  rural  dwellers.  Their  diversity  allows  us  to  evaluate  a  broad  range  of  models  and 
methods. 

Any  federal  initiative  must  seek  to  build  upon  and  reinforce  this  diversity.  The  federal 
government  should  set  broad  guidelines  about  the  constituencies  CDFI's  should  target  and  the 
activities  they  might  undertake.  But  an  attempt  to  find  "The  Model"  to  replicate  in  every  comer 
of  the  country  would  be  misguided.  Instead,  the  initiative  should  allow  the  institutions  to  tailor 
the  implementation  of  broad  federal  mandates  to  the  needs  of  their  unique  communities. 

■    •  Specifically,  GDFI's  must  be  allowed  to  select  the  consmaencies  they  target,  the  products 
they  offer,  and  the  structure  they  employ: 

Targeting.  In  some  circumstances,  it  may  make  sense  to  focus  on  revitalizing  a  very 
compact  distressed  area,  for  example,  a  large  inner-city  community  or  a  rural  region 
experiencing  major  dislocation  due  to  plant  and  base  closings.  In  other  cases,  it  may  make  sense 
to  target  disadvantaged  populations  over  a  wide  geographic  area,  such  as  ethnic  minorities,  low- 
income  individuals  or  some  other  groups  that  experience  specific  barriers  in  credit  access.  This 
broad  targeting  is  parucularly  important  for  CDFI's  serving  rural  areas,  where  the  concept  of 
neighborhood  revitalizatlon  does  not  apply. 

Products.  Decisions  about  targeting  affect  a  CDFI's  selection  of  lending  products.  Some 
CDFI's  focus  their  efforts  on  affordable  multi-family  housing,  others  on  small  business 
development.  The  range  of  products  offered  by  a  CDFI  varies  depending  upon  a  number  of 
factors,  including:  the  relative  need  for  different  products  within  a  targeted  constituency;  the 
extent  to  which  conventional  institutions  in  an  area  meet  these  needs;  the  CDFI's  past  successes 
and  failures  offering  different  products;  and  market  factors  that  affect  the  viability  of  different 
types  of  lending. 

Structure.  The  experience  of  both  Shorebank  and  Self-Help  have  demonstrated  the  power 
of  combining  an  insured  depositor^'  with  one  or  more  affiliated  development  corporations.  The 
importance  of  both  components  is  described  above.  No  single  structure,  however,  will  meet  the 
needs  of  all  communiues  nationwide.  CDFI's  face  a  number  of  choices  in  this  regard.  One  is 
the  choice  of  a  type  of  insured  depositor.'.  Banks,  credit  uriions,  and  other  institutions  all  have 
distinct  advantages  and  disadvantages.  Another  choice  is  what  affiliated  institutions  to  create. 
The  existing  development  banks  have  venture  capital  companies,  jeaL  estate  development  firrns, 
job  training  and  management  consulting  wmgs,  community  development  and  microenterprise 
loan  funds,  and  other  corporations.  But  no  two  development  banks  have  exactly  the  same  set 
of  institutions.  Another  choice  is  whether  to  establish  or  purchase  an  insured  depository  from 
the  outset.  Some  CDFI's  may  find  it  mors  advantageous  to  launch  their  operations  as,  for 
example,  community  development  loan  funds,  .\fter  gaining  some  lending  experience,  they  will 
be  better  equipped  to  make  choices  about  creating  broader  structures. 
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Rather  than  requiring  ail  CDFI's  to  foiiow  a  single,  narrowly  defined  model,  we  would 
recommend  that  organizations  seeking  support  be  required  to  define  their  broad  goals  and 
expected  outcomes  (e.g.,  job  creation,  job  upgrading,  business  ownership,  home  ownership, 
rehabilitation  of  deteriorated  neighborhoods,  etc.),  and  target  constituencies  in  the  application 
process. 

3.  Build  the  system  through  Locremental,  performance-based  support.  The  existing 
community  development  fmancial  institutions  that  have  achieved  some  level  of  scale  and  success 
have  done  so  over  several  years,  even  decades.  A  federal  initiative  could  help  speed  that 
process  up,  opening  up.  access  to  capital  in  areas  not  now  served  by  a  large-scale  CDFI.  But 
the  process  of  steady,  incremental  growth  has  the  advantage  of  encouraging  experimentation  and 
learning  without  risking  the  loss  of  federal  funds  through  mismanagement  or  fraud. 

This  approach  means  starting  small  and  growing  over  time  as  capacity  and  experience 
increase.  Consequently,  there  is  no  particular  level  of  capitalization  or  services  that  we  would 
regard  as  a  "critical  mass."  A  small-scale  CDFI  may  be  ar  "success"  despite  its  small  size 
because  it  is  meeting  community  needs,  learning  and  growing  incrementally. 

We  regard  this  as  a  critical  principle  for  federal  policy-makers  to  follow  as  they  consider 
ways  to  build  a  national  network  of  CDFI's.  One  tempting  approach  is  to  attempt  to  establish 
100  full-fledged  commumty  development  institutions  across  the  country,  capitalized  at  the  level 
of  the  strongest  existing  CDFI's.  We  believe,  however,  that  federal  policy-makers  should  resist 
this  temptation.  ^. 

Instead,  we  recommend  a  carefully  structured  program  that  makes  staged  investments  in 
a  variety  of  CDFI's.  Initially,  the  federal  government  should  seed  a  myriad  of  promising 
efforts.  As  the  strong  performers  emerge,  the  initiative  should  then  scale  up  the  grant  capital 
and  other  support  provided  for  these  organizations. 

Expansion  of  federal  support  should  depend  on  performance.  The  only  way  to  build  a 
national  network  of  CDFI's  will  be  to  seed  it  broadly,  and  then  invest  more  funds  in  those 
organizations  that  meet  negotiated  performance  targets.  The  oversight  body  should  negotiate 
expected  outcomes  with  each  recipient  within  a  .range  of  statutorily  acceptable  outcomes. 
Performance  evaluation  should  concentrate  on  the  recipients'  success  at  producing  these 
outcomes.  Outcomes  should  be  defined,  at  a  minimum,  for  lending  volume,  portfolio 
performance,  and  programmatic  results  (e.g.,  service  to  specific  targeted  constituencies  such  as 
minority-owned  businesses  or  low-income  home-buyers).  Beyond  that,  recipients  should  be 
given  maximum  flexibility  to  meet  those  targets  as  they  see  fit. 

This  approach  holds  three  primary  advantages  for  federal  policy-makers.  First,  it  helps 
ensure  that  large-scale  federal  support  does  not  flow  to  organizations  without  the  capability  and 
willingness  to  engage  in  successful  community  development  lending.  Only  strong  performers 
will  have  access  to  significant  levels  of  funding.  Second,  an  incremental  approach  ultimately 
creates  stronger  institutions,  with  sturdier  bases  in  their  communities  and  more  seasoned  staffs. 
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The  CDFI's  that  emerge  from  the  initiadve  will  have  followed  prudent  strategies  of  growth  and 
development  that  maximize  their  long-term  sustainabUicy.  Finally,  a  performance-based  system 
keeps  federal  regulations  from  eying  the  hands  of  CDFI's  by  legislating  "how"  they  spend  Lheix 
dme  and  money  rather  than  "what"  they  accomplish.  Outcome-based  evaiuaaon  with  flexibility 
on  methods  and  "inputs"  allows  CDFI's  to  tailor  their  programs  to  the  needs  of  their 
communiaes. 

4.  Focus  on  providing  equity  capital  for  CDFI's.  The  most  significant  contribution  the 
federal  government  can  make  to  CDFI's  is  to  help  them  build  up  their  equity  bases.  Equity, 
defmed  as  permanent  capital  owned  by  an  insatudon,  serves  a  number  of  vital  purposes.  It 
generates  a  higher  spread  than  loans  or  deposits,  helping  a  CDFI  achieve  self-sufficiency.  It 
leverages  additional  investment,  often  five  to  ten  dmes  the  amount  of  equity.  It  provides  a 
.  cushion  against  loan  losses.  And  it  enables  a  CDFI  to  undenake  long-term  projects.  Despite 
its  importance,  equity  capital  is  very  difficult  for  CDFI's  to  acquire.  Lack  of  equity  is  the  single 
greatest  constraint  upon  the  CDFI  industry's  ability  to  expand  its  lending  in  targeted 
communides. 

Accordingly,  a  federal  inidadve  should  emphasize  equity  injecdons  for  CDFI's.  This  is 
not  to  say  that  other  types  of  assistance  ~  such  as  management  and  technical  training  for  CDFI's 
and  targeted  capacity-building  grants  ~  are  not  important  as  well.  Rather,  our  contendon  is  that 
the  lion's  share  of  federal  support  should  flow  into  equity  grants  and  investments. 

5.  CDFI  representatives  should  play  a  ceatral  role  in  the  oversight  of  the  initiative. 

Pracddoner  involvement  will  help  keep  the  inidadve  geared  toward  die  real-world  problems  and 
issues  faced  by  CDFI's.   Institutional  channels  for  input  by  practitioners  must  be  established. 


Conclusion 

4 
In  North  Carolina,  we  have  seen  the  tremendous  impact  that  community  development 
lending  can  have  on  disadvantaged  communities.  Tne  stories  of  over  1000  borrowers  are  the 
best  testimony  to  the  difference  access  to  capital  can  make.  In  commuiuues  ail  over  the  country 
CDFI's  have  developed  innovative  approaches  to  extending  credit  and  related  assistance  where 
it  is  needed  die  most.  We  are  hopeful  diat  federal  initiativ£5  will  broaden  the  reach  and  scope 
of  diese  efforts  many  ames  over.   Thank  you  again  for  die  opportunity  to  testify  today. 


15 


BOSTON  PUBLIC  LIBRARY 


252 


3  9999  05981  994  4 


5  I 


a^ 


> 

Q 


0^ 


CD 


Aim 


-rU 


-■ .-  U^'; 


o 


c 


o    e    >    '^    V 
=    5  ji    S    = 

.2    3    =    «    « 


S  ■= 


■=    >» 


•         •    •    • 


—  -f  3. 


=     C     c 


w  O     ~     '^    _ 


3r  — 
3  ^ 


(/) 

U 

C/1 

.z 

_o 

u 

t/1 

w./ 

VI 

^ 

o 

W) 

"^ 

.o 

>^ 

C 

CO 

f  > 

n 

"(7 

CJ 

> 

ft 

■^' 

■3 

trt 

^^ 

(o 

•  • 


•  • 


1  8 
-  t 

S  8 


64 


8.5 


> 


=  u 

1=  w 


u 
u 


t/i  C  Z 

c  2  rt 

C  ^  S 

I  5  I 

-  o  5 

•a  ~  = 


C 


c/3 
'-J 


Ul 


_  _  o 

fl  3  J  _  , 

5  =  2  -^s  - 

2  y  s  2  't; 


•  • 


•  • 


253 

PREPARED  STATEMENT  OF  TIM  BAZEMORE 

Borrower  from  Self-Help  Ventures  Fund 

From  comments  made  at  the  White  House  on  July  15,  1993  in  support  of  the  Presi- 
dent's Legislation  on  Community  Development  Financial  Institutions 

I  am  Timothy  Bazemore,  the  founder,  President,  and  General  Manager  of  Work- 
er's Owned  Sewing  Company.  This  company  came  from  the  idea  that  people  can  do 
something  for  themselves  in  a  rural,  low-income  community  if  they  can  get  the  fi- 
nancing to  do  it. 

In  the  beginning,  it  was  a  struggle  to  find  banks  or  whoever  that  would  help  fi- 
nance a  start-up.  With  churches  and  foundations  throughout  the  Nation,  we  man- 
aged to  get  enough  money  to  start.  We  went  to  local  banks  and  even  asked  to  de- 
posit our  money  for  a  checking  account  and  were  denied.  We  also  went  to  local 
banks  to  make  application  for  loans  and  were  denied.  That  did  not  stop  the  ideal 
because  we  knew  that  if  people  would  work  together,  put  all  their  efforts  together, 
thev  could  acquire  and  achieve  some  things  in  the  local  community. 

Windsor,  North  Carolina  is  located  in  Bertie  County  and  is  the  county  seat.  It  is 
a  county  of  65  percent  Black  and  35  percent  White.  Fifteen  years  ago  there  was 
hardly  any  industry  in  town.  When  we  started,  we  had  five  people.  Most  of  us  were 
willing  to  woik  for  nothing  until  such  time  that  we  could  pay  ourselves.  With  money 
from  churches  and  foundations,  we  grew  to  a  point  where  we  had  enough  to  go  to 
K  Mart  and  say  we  know  that  we  can  manufacture  for  you.  K  Mart  was  receptive 
to  the  idea,  but  as  we  began  to  produce  we  did  not  have  enough  money  to  contmue, 
because  when  we  got  our  purchase  order  we  had  to  wait  six  months  until  we  got 
paid.  We  had  the  purchase  order,  we  had  the  people  willing  to  work,  but  we  dicm't 
have  the  financing. 

We  turned  to  the  Self-Help  Credit  Union  and  that's  when  things  began  to  happen. 
Self-Help  provided  the  means  to  borrow  but  also  the  technical  assistance  to  help  us 
decide  when  and  where  to  move.  With  their  help,  we  managed  to  start  and  grow. 
Our  last  years  sales  were  over  $2  million  and  we  have  about  60  fall-time  employees 
and  some  part-time  employees.  I  am  not  reluctant  to  say  that  services  like  this 
should  be  provided  throughout  the  Nation. 

I  am  hopeful  that  you  will  be  receptive  to  the  idea  that  more  small  businesses 
could  be  started  if  the  opportunity  was  available.  Many  times  we  failed  to  re-apply 
to  local  banks  because  we  knew  the  answer  before  we  applied.  We  walk  into  banks 
and  we  talk  to  our  peers  and  we  have  been  denied  and  will  be  denied  until  we  won't 
even  go  in  there  to  even  try  now.  So  the  banks  don't  have  a  high  rate  of  tumdowns 
because  we  just  won't  go  in  there. 

I  am  frightened  that  I  don't  have  the  words  to  convey  to  you  the  importance  of 
funding  in  rural  low-income  communities  throughout  this  Nation. 


PREPARED  STATEMENT  OF  MARVIN  D.  BEAULIEU 

President  and  Chief  Executive  Officer 
United  Bank  and  Trust  Company,  New  Orleans,  LA 

Mr.  Chairman  and  Members  of  the  committee,  I  am  delighted  to  have  this  oppor- 
tuniU^  to  express  my  support  for  the  Community  Development  Banking  and  Fman- 
cial  Institutions  Act.  This  initiative  will  certainly  assist  in  responding  to  the  crisis 
besetting  the  Nations  urban  communities. 

As  a  banker  with  eighteen  years  of  experience  in  commercial  and  consumer  lend- 
ing, I  recognize  the  need  for  Federal  legislation  which  will  provide  low-  and  middle- 
income  Americans  with  better  access  to  capital,  jobs,  and  housing  opportunities. 

Like  many  older  American  cities,  the  city  of  New  Orleans  has  a  large  number  of 
owner/occupied  properties  and  tenant/occupied  properties  that  are  in  either  sub- 
standard or  inhabitable  conditions.  These  substandard  properties  continue  to  dete- 
riorate. The  greater  percentage  of  the  aforementioned  properties  are  occupied  by 
persons  with  Tow-  or  very  low-mcome  designation. 

The  poor  housing  conditions  that  exist  in  most  of  New  Orleans'  low-income  neigh- 
borhoods are  compounded  by  the  current  depressed  economic  climate  which  pro- 
hibits many  property  owners  from  obtaining  funds  to  make  needed  structural  re- 
pairs to  their  properties.  Low-income  owner/occupants  must  generally  wait  for  feder- 
ally funded  housing  rehabilitation  programs  to  assist  them  in  making  needed  re- 
pairs to  their  residence. 

Most  of  New  Orleans'  low-income  citizens  are  tenants.  Those  not  residing  in  feder- 
ally subsidized  housing  are  generally  paying  more  than  thirty  percent  of  their  in- 
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comes  for  housing  and  utility  service.  Because  of  the  tight  lending  policies  by  exist- 
ing financial  institutions  in  New  Orleans,  many  property  owners  wishing  to  make 
repairs  are  unable  to  obtain  the  funds  to  do  so. 

Moreover,  the  abundant  vacant  housing  stock,  along  with  unemployment  in  low- 
and  middle-income  areas  of  New  Orleans  are  other  indications  of  the  city's  poor 
economy. 

I  am  sure  you  will  agree  that  the  lack  of  economic  development,  job  loss,  and  va- 
cant housing  supply  are  the  results  of  persons  who  have  left  the  Nation's  urban 
areas  because  of  an  inability  to  access  capital.  In  addition,  I  believe  the  perception 
that  our  cities  are  unsafe  to  reside  in,  has  also  contributed  to  the  loss  of  economic 
development. 

Without  a  doubt  the  economic  survival  of  our  urban  areas  will  in  part  be  based 
on  how  well  we  do  as  a  Nation  in  providing  financing  to  create  jobs,  new  businesses 
and  filTordable  housing.  Consequently,  the  enactment  of  the  Community  Develop- 
ment Banking  and  Financial  Institution  Act  will  greatly  assist  in  promoting  eco- 
nomic development  which  will  assist  in  stimulating  job  growth  and  alfordable  nous- 
ing  so  desperately  needed  in  our  Nation's  cities. 

Thank  you  again  for  providing  me  this  opportunity  to  support  this  legislation.  I 
look  forward  to  working  with  Members  of  the  committee  in  expediting  the  approval 
of  this  critically  important  initiative. 
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